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EDITORIAL 


Evaluating Capital Expenditure 


HE problem of evaluating proposed 

capital expenditure is receiving in- 
creasing attention in accounting and 
management circles overseas, as it is 
realised that capital expenditure decisions 
can have long-term and far-reaching 
effects. The problem is just as relevant 
in Australia where capital and its efficient 
utilisation is essential to the development 
of our economy. 

Despite the importance of this question 
it can be said that by and large it is the 
exception rather than the rule to find 
capital expenditure decisions being made 
on the basis of scientific analysis of the 
problem. Large expenditures frequently 
receive management’s approval despite 
the fact that little serious effort has been 
made to calculate the return on the capital 
to be employed. Decisions on this vital 
matter are made despite a lack of 
adequate data and often in an atmosphere 
of buoyant optimism born of easier 
post-war conditions. 


A more analytical approach to capital 
budgeting is required to make certain 
that management decisions in regard to 
capital expenditure are made on an ob- 
jective basis. Here the accountant is 
provided with an opportunity to render 
a creative service to management by 
supplying information on _ the likely 
effects of alternative courses of action. 

Since capital expenditure decisions 
concern the future, the problem, for the 
accountant, becomes one of predicting 
the financial effect, and estimating the 
economic worth of each proposal. 
Moreover, since decisions often involve 
a choice between a number of different 
ways of utilising available capital, some 
means of comparing the projects with 
one another is needed. 

_ Perhaps the greatest difficulty is found 
in the compilation of the data for the 
establishment of a standard of measure- 
ment which can be used to evaluate and 
compare the various capital expenditure 
Propositions. Estimating the effects and 
returns of a project over its early years 
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is difficult enough; where the life of the 
project extends over many years the 
difficulties of estimating returns for later 
years are considerable. However, despite 
these difficulties, an assessment of the 
anticipated earnings from proposed in- 
vestments of a capital nature must be 
made and their economic possibilities 
measured. 

Techniques have been developed to 
enable reliable answers to be obtained 
to the foregoing questions in regard to 
capital expenditure. These techniques are 
discussed in an article in this issue (p. 
242) entitled “Bases for Capital Expen- 
diture Decisions” contributed by K. A. 
Middleton (the Society’s research officer) 
who is developing a research project on 
this subject which merits close study by 
accountants generally. 


* * 


Technical Bulletin 

It is the Society's aim to render the 
maximum service to its members. Perio- 
dic issue of a Technical Bulletin, written 
by authorities on subjects of significance 
to the accounting profession is part of 
this service. 

The Bulletin issued this month, deals 
with accounting by electronic methods, 
a subject that continues to claim the 
interest of accountants. The Bulletin 
comprises two papers, “Electronic Data 
Processing” by R. M. Hadley, and 
“Introducing E.D.P. into Commerce” by 
J. A. Ovenstone. The papers indicate 
the trends of E.D.P. in regard to its 
application in accounting. 

The Bulletin will be found of particular 
help by those accountants upon whom 
falls the responsibility of recommending 
or rejecting proposals for the introduction 
of E.D.P. The authors of both papers 
are acknowledged authorities on elec- 
tronics and accounting and their obser- 
vations in the Bulletin will help to clarify 
many of the problems created by the 
adoption of electronic data processing 
for accounting purposes. 
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Bases for Capital Expenditure 
Decisions 


HE large volume of capital expendi- 
ture undertaken in recent years in 
Australia has focused attention on 
problems of raising finance. It is some- 
what surprising therefore, that com- 
paratively little attention has been de- 
voted by Australian accountants to the 
problem of justifying capital expenditure. 
Most decisions on expenditure of this 
kind are of crucial importance, and are 
made at the highest level. All relevant 
and available techniques of analysis 
should therefore be used to enlighten and 
improve the judgment of those respon- 
sible for making the decisions. 


The importance of this problem has 
been recognised overseas, particularly 
in the U.S.A. Numerous articles and 
several books have been written on the 
subject. This article briefly examines 
some of the techniques developed to 
guide judgment. It should be emphasised 
that such techniques cannot be substitutes 
for judgment, because in most decisions 
involving predictions of future events, 
there are imponderables that evade any 
quantitative measurement. However. 
judgment should be guided by such 
measurements of the economic worth of 
proposals as can be compiled. Here the 
accountant has the responsibility of de- 
veloping suitable techniques for measur- 
ing the profitability of proposed expendi- 
tures. 


Capital expenditures vary in kind, and 
present different problems of measure- 
ment; often some are regarded as out- 
side the field of measurement altogether 
because they are “must” expenditures. 
One should guard against an element of 
special pleading in such proposals for 
closer analysis and comparison of an 
“urgent” proposal with others which are 
“less urgent” might show that economic- 
ally it is less desirable than some other 
projects. 
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By K. A. MIDDLETON. .,., 


F.A.S.A., F.C.A.A 


Some attempt at measuring the econ- 
omic worth or profitability of most 
investments, whether large or small, 
urgent or postponable, additions or re- 
placements, is required. A_ yardstick 
which also permits comparison of dif- 
ferent types of expenditure is needed, 
since limited funds may create a problem 
of choice. Methods in use are outlined 
and compared below. 


Pay-back (or Pay-out) Method 


This method attempts to measure the 
worth of a proposal by calculating the 
length of time required to pay back the 
investment from gross earnings. It is a 
cash concept, since depreciation is ir- 
relevant. Thus, if a machine cost £2000 
and resulted in cash earnings of £400 
per year the pay-back period would be 
five years. 


i.e. £2000 divided by £400. 


This method is simple and popular. 
but has its limitations. It ignores the 
earnings after the original outlay has 
been repaid. 


Its method of calculation is illustrated 
below, in relation to two _ projects 
which may be assumed to be in com- 
petition for available funds. 


Project B 
£2500 
10 years 


Project A 
£2000 
5 years 


Initial outlay 
Estimated life 
Average gross 

annual earnings £500 £500 
Pay-back = Outlay 
divided by earnings 

Using this as the only criterion, Pro- 
ject A would be preferred because of its 
ability to repay more quickly the 
original cost. If generation of cash, as 
quickly as possible, was the only ob- 
jective then the method would be use- 


4 years 5 years 
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ful. But it ignores the lifetime earnings 
of projects, and its general usefulness 
must therefore be judged in the light of 
other objectives, and the merits of other 
techniques of measurement. 


Return on Average Investment 


Another method, which bears a close 
relationship to ordinary accounting con- 
cepts, relates the estimated average 


earnings of the project over its life, to» 


the average amount of capital tied up 
during the same period. A short-cut ap- 
proximation can be made by calculating 
average investment as initial cost divided 
by two. 


There are many variants of average 
earnings. These might be stated either 
before or after depreciation, and before 
or after tax. The rate of return would 
naturally vary under each method, and 
this would necessitate the consistent use 
of one basis. 


Using the figures for Projects A and 
B above, and calculating average earn- 


ings after providing for depreciation on 
a straight-line basis, the result would be: 


Project B 
£2500 

10 years 
£1250 


Project A 
£2000 
5 years 
£1000 


Initial cost 
Estimated life 
Average investment 
Average annual 
earnings £100 £250 
Return on average 
investment 10% 20% 


This method might be satisfactory, if 
earnings were received regularly over the 
lifetime of the investment. In fact, this 
is often not the case. Sometimes the 
earnings are heavy in the early years and 
taper off later and vice versa. By aver- 
aging earnings, no allowance is made for 
their periodicity. There is, however, a 
method which allows for any irregular 
time pattern of earnings. 


Discounted Cash Flow 


_ This method is also known as the 
discount method, the investor’s method. 
and the profitability index method. 
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In an explanation of this method, a 
preliminary consideration of the struc- 
ture of compound interest tables is de- 
sirable. 


For example: — £1000 invested at 
10% will be worth £1100 in one year’s 
time: £1000 invested at 10% will be 
worth £1210 in two years time. 


The present worth of £1 received in 
one year’s time, two years’ time, etc., 
can be derived from the above figures 
thus: — 


If £1100 in one year’s time is worth 
£1000 today (at 10% interest), then £1 
in one year’s time is worth £.909 today 
(at 10% interest.) Similarly, £1 in two 
years’ time would be worth £.826 today. 


Annuity tables are available which 
show the present worth of £1, at vary- 
ing rates of interest, for a series of years.’ 


The genesis of the discounted cash flow 
method can be illustrated by a simple 
example of the purchase of a machine 
for £1000—with an estimated life of one 
year, and estimated cash earnings of 
£1100. In this case the rate of return 
(usually the unknown factor) is obvious- 
ly 10%, after allowing for capital re- 
covery. Thus: 


Original outlay £1000 
10% return 100 


£1100 
Earnings to provide capital 
recovery and 10% return 1100 


Balance Nil 


If the known factors are the amount 
of the investment, and the estimated 
future annual earnings (whether regular 
or not), then the problem becomes one 
of finding the rate of return which the 
earnings would provide, after repaying 
the original outlay. More specifically it 
involves finding the rate of interest which 
will discount the estimated future earn- 





1. Prepared annuity tables do not usually go 
beyond 10%. However a most useful set 
of tables is included as part of an article 
Capital Expenditure Evaluation by Frank 
Schwab, Jnr., in “The Controller”. 
August, 1958. 
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ings down to the present cost of the pro- 
ject. By discounting down to the cost 
of the project, capital recovery is auto- 
matically allowed for, so that estimated 
earnings should be before providing for 
depreciation. 


The method evaluates each project in 
terms of a comparable rate of return on 
investment. It can, therefore, be used 
for ranking, in order of economic desir- 
ability, projects which are competing 
for the use of funds. It also permits 
direct comparison of rates of return with 
the cost of raising the finance. 


Method of Calculation 


The method of calculating the rate of 
return may be illustrated by reference to 
the case of Projects A and B. Where 
earnings are irregular, it is necessary to 
proceed by trial and error, until a rate is 
found which discounts future earnings 
to approximately the cost of the project. 
However, it is possible to interpolate to 
obtain an answer, as in Fig.. 1 (Project 
B) below. 


Project A provides a rate of return of 
10%, whereas Project B would be just 
over 12%. A more accurate figure could 
be ascertained for Project B as follows— 


2581 - 2500 





2% 


Comparison with other methods used 
shows the following results— 


12% +( 
2581 - 2244 
— 12.7% 2 





Project A 
4 years 


Project B 
Pay-back period 5 years 
Rate of return on 
average investment 
Rate of return discounted 
cash flow .... 10% 12.7% 


10% 20% 


It is clear that the pay-back method 
used as the only test, points to a prefer- 
ence on economic grounds for Project A, 





2. A _ short-cut method of calculating the 
rate of return where the earnings are regular, 
has been suggested by Mr. A. A. Forster, (ref. 
Proceedings of Convention, 1958—Australian 
Society of Accountants, p.86). His formula 
is— 
___ Project cost 
Annual gross future earnings 
= present value of £1 p.a. for ‘n’ years. 

Applying this formula to Project A and 
assuming regular earnings of £500 p.a. the 
result would be— 

£2000 





= 4 = present value of £1 received 
500 annually for five years. 
By reference to a table showing “present 
value of £1 received annually for ‘n’ years” 
the value “4” for 5 years is found at 8%. 





Fig. 1. 


Calculation of Rate of Return by Discounted Cash Flow Method 





| Project A 
Cost £2000 


Project B 
Cost £2500 





Worth 
10% 


| Present 
Gross at 

Earnings |—— 

Earnings 


Gross 
Earnings | 


Present Worth 
at 12% at 15% 





Present Worth | 


| £1 Earnings | £1 | Earnings 








728 
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375 
272 
124 
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whereas the other methods show Project 
B to be of greater economic worth. How- 
ever, because the stream of earnings is 
higher in the earlier years for Project 
A, and lower for Project B, the discount- 
ed method adjusts for this fact, in show- 
ing Project B to be clearly less prefer- 
able. 


In other words, for any reasonable 
rate of return the present value of £1 to 
be earned in one year’s time is much 
greater than £1 to be earned in ten years’ 
time, and the discount method recog- 
nises this in discounting future earnings. 
It thus provides a rate of return that is 
directly comparable with the cost of 
capital. It is undoubtedly the soundest of 
the three methods. 


As its name suggests the method is 
concerned with cash flows, outward and 
inward, and discounting future cash 
earnings down to the cost of the project 
provides for capital recovery. Deprecia- 
tion therefore should not be deducted, 
although, for greater accuracy, earnings 
should be calculated after allowing for 
tax. This would necessitate the assess- 
ment of depreciation in order to deter- 
mine the tax provision: thence, the an- 
nual earnings before depreciation but 
after tax. 


As with all these measurements, the 
greatest difficulty is in the compilation 
of the basic data. This can be facilitated 
by standardised working sheets, but care- 
ful assessments of likely cost savings and 
added revenue is necessary. Allowances 
must be made for uncertainties and risks. 
For complex projects involving a series 
of successive amounts of investment a 
schedule of the amount and timing of the 
expenditure is necessary. 


The complexity, therefore, is not in 
the method of assessing the return, but 
in compiling the data. While the dis- 
count method appears complex on first 
acquaintance, it can be operated simply 
through the use of appropriate working 
sheets and prepared tables. The discount 
method is worth using because of its 
greater accuracy. It can be applied to any 
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type of proposed capital expenditure on 
which earnings can be quantitatively 
assessed. 


In one respect, namely, equipment re- 
placement, the discount method is 
challenged by one developed by the 
Machinery and Allied Product Institute 
of U.S.A., known as the M.A.P.I. 
method.* Although equipment replace- 
ment presents special problems, these 
can be met under the discount method, 
irrespective of whether the M.A.P.I. 
method is more appropriate. 


Space does not permit an elaboration 
of the equipment replacement problem, 
but some idea of the approach may be 
given by the following quotation from 
Joel Dean, a pioneer and advocate of the 
discount method * “.. . the return on 
the replacement is its profitability 
relative to the best non-investment al- 
ternative. The alternative in a replace- 
ment decision is, by the nature of the 
problem, to continue using the old 


equipment. Earnings should be estim- 
ated only for the period for which the 
replacement is a genuine alternative.” 


As a footnote, Joel Dean states, 5 in 
reference to the M.A.P.I. method, “Al- 
though Terborgh’s system is useful in 
many replacement problems, it does not 
take a form that shows return on in- 
vestment and therefore cannot be in- 
tegrated into the kind of demand 
schedule for capital that is proposed in 
this book as part of an over-all capital 
budget scheme.” 


Conclusion 


Evaluating capital expenditure pro- 
jects is a major accounting problem 
worthy of much attention and study. 
The foregoing article is intended primar- 
ily to raise the problem and suggest ap- 





3. See Dynamic Equipment Policy by George 
Terborgh, McGraw Hill Book Company, 
New York, 1949, for a full description of 
this method. 

Joel Dean, Capital Budgeting, Columbia 
University Press, New York, 1951. p. 91. 


Ibid. p. 90. 
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propriate techniques for measuring pro- 
posed capital expenditure. Accountants 
must not shirk their responsibilities in 
this field. For too long capital expen- 
diture decisions have been made on the 
basis of a “hunch”, or because of the 
forcefulness or persuasiveness of par- 
ticular executives. The accountant should 
be concerned in developing and perfect- 
ing techniques for objective measures of 
the economic desirability of proposed ex- 
penditures, to enable wiser decisions to 
be made. 
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Accountant’s Responsibility in Reporting Corporate Profits 


HE word “profit,” standing alone, has 
many meanings—some technical, some 
colloquial. Then, too, it is widely used in 
phrases such as gross profit, operating profit, 
and net profit. We are concerned here 
with the concept of profits that underlies 
the last figure appearing on the earnings 
statement of our business corporation — 
what the American Institute’s committee 
on terminology refers to as net income 
or as earnings. It is unfortunately true 
that a great part of our public starts 
and stops the appraisal of a  corpora- 
tion’s financial statements with this one figure 
and its derivative, earnings per share, despite 
many admonitions not to pm so. There are 
hopeful signs that a wider and wider segment 
of the users of financial statements is becom- 
ing accustomed to looking behind the earnings 
figure to see how it was derived and to evalu- 
ate the circumstances and business activities 
which brought it into being. There is even 
hope that the time will come when there will 
be general public appreciation of the fact that 
the true amount of “profit” for any one year 
cannot be determined exactly, involving as it 
does the exercise of judgment on matters about 
which reasonable men may honestly differ. 
Yet, because of its importance to business, to 
investors, and to the government, the deter- 
mination must be made, and made as fairly 
as is possible. 
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Essentially, the responsibilities of the ac- 
counting profession in this regard fall into 
three parts: (1) responsibility, as a body of 
professional people, for the development and 
statement of sound and useful principles of 
accounting; (2) responsibility, as individual 
auditors making a report on a particular set 
of statements, for satisfying ourselves that in 
all material respects the business transactions 
of the enterprise are reflected in the financial 
statements; and (3) responsibility, again a‘ 
individual auditors, for the reflection of these 
business transactions in the financial state 
ments in accordance with generally accepted 
accounting principles applied on a basis con 
sistent with the prior period. 


It is hard to say which of these responsibi 
lities presents the greatest challenge to our pro- 
fession. But it is fair to say that the pro 
fession has faced up to each of them and. 
particularly during the last twenty-five years 
or so, has intensified its efforts in this direction 
both by challenging itself and by trying to pul 
its conclusions into written form so that others 
may understand the profession’s position and 
may themselves challenge it. 


Extract from a paper by WILLIAM W 
WERNTZ, C.P.A., which appeared in the 
March edition of The Journal of Accountancy 
1959. 
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NOTES ON SELECTED TAX CASES 


By D. C. WILKINS, B.com., A.a.s.a. 


DISPOSAL OF LIVESTOCK 


The Board of Review considered 
the application of Section 36 of the 
Income Tax Assessment Act, for 
the purpose of determining the 
value to be placed on livestock 
representing part of the assets of 
a grazing property disposed of by 
sale. 


Negotiations for the sale of a grazing 
property were commenced early in 1950, 
the owners being prepared to sell for 
£10 an acre without the flock of sheep 
(about 2,500 head) or £11 an acre with 
the flock given in. 


An agreement for sale was subsequent- 
ly entered into (in May, 1950), the 
agreed price being £31,790, represent- 
ing £11 an acre; 2,679 sheep were in- 
cluded, and it was agreed that completion 
of the sale was to take place twenty- 
eight days after consent to the sale had 
been given by the Minister for Lands, 
but not before 1 July, 1950. 


On the basis of the agreement made, 
completion of the sale should have 
taken place on 2 July, 1950, and vacant 
possession given on that date. However, 
owing to floods, possession of the pro- 
perty was not taken by the purchaser 
until 5 September, 1950. 


The taxpayer did not challenge the 
application of Section 36 to the trans- 
action. This Section (in the 1951 Assess- 
ment Act) provided broadly, that where 
the whole or any part of the assets of 
a business was disposed of by sale or 
otherwise, the value of trading stock 
disposed of was to be included in the 
assessable income of the vendor. It was 
further provided that the value of the 
property or livestock shall be— 

(i) the market value on the day of 

_ disposal or 

(ii) if, in the opinion of the Commis- 
sioner, there is insufficient evidence 
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of the market value on that day, 
the value which he considers is 
“fair and reasonable”. 


The question for the Board to deter- 
mine was, therefore, what was the market 
value of the livestock sold on the day of 
disposal, or what was a value which the 
Commissioner might treat as “fair and 
reasonable” on that date. 


The majority of the Board, in 7 C.T. 
B.R. (N.S.) Case 126 held that the 
market value of the livestock on the date 
when the sale was completed (5 Septem- 
ber, 1950) was not less than £3/10/- 
per head, the figure used by the Com- 
missioner when the taxpayer’s assessment 
for the year ended 30 June, 1951 was 
made. It was pointed out that the value 
to be determined for the purposes of 
Section 36 was not the value on the day 
when negotiations for the sale took 
place, nor on the day on which the con- 
tract of sale was executed, but on the 
day of disposal, that is, the day when 
possession of the property was taken by 
the purchaser. 


The interesting feature of this case 
was that even if the market value of the 
sheep had been in the vicinity of £1 
per head in February, 1950, when 
negotiations for the sale took place, or 
in May, 1950, when the agreement was 
entered into, or at the beginning of July, 
1950, when completion was due to take 
place, there was a substantial rise in the 
market value of sheep at the end of 
August, 1950, resulting from a sharp 
rise in the price of wool. 


The minority view of the Board, ex- 
pressed by Mr. R. E. O'Neill, Member, 
differed from majority decision on two 
aspects. In the first place, he considered 
that the grazing property and the sheep 
thereon had been “disposed of by sale 


or otherwise howsoever” on 1 July, 
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1950, that is, the day on which all con- 
cerned intended that possession should 
be given. A “concluded agreement for 
sale capable of being the subject of a 
decree for specific performance” had in 
his view existed on 1 July, 1950, on 
which date the beneficial ownership of 
the sheep had become alienated from the 
taxpayer and his partner. 


In the second place, Mr. O’Neill con- 
sidered that the “market value” of the 
sheep should be determined in the light 
of the particular circumstances under 
which a particular sale takes place. In 
other words, the market value should not 
be the price which the stock would fetch 
in the open market, as a separate sale of 
livestock but what the value of the sheep 
would have been in the market for a 
grazing property with the sheep “given 
in”, the livestock in that sense represent- 
ing part of a grazing property sold as a 
going concern. 


CLAY SOLD BY BRICK 
MANUFACTURER 


Receipts from the sale of clay 
overburden by a brick manufac- 
turing company were held to be 
assessable income, representing part 
of the proceeds of the business. 


The bricks manufactured by the tax- 
payer company required shale and clay 
in certain specified proportions. The 
company owned land which had a depth 
of shale varying between 28 and 35 feet 
and an overburden of clay which varied 
between 16 and 20 feet. 


As there was more depth of clay on 
the surface than, in relation to the depth 
of shale, was required for the bricks, the 
company arranged for the removal of 
part of the clay overburden. The re- 
maining clay and the shale underneath it, 
in proportions suitable for the bricks 
were then removed by blasting. 


The taxpayer company contracted 
with a partnership to remove the clay, 
sell it on behalf of the company, and 
pay a royalty of 2/- per cubic yard of 
clay removed. The contractors received 
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for their excavation and delivery work, 
the total of the weekly invoices for clay 
delivered, less the royalty of 2/- per 
cubic yard. 


Before the Board of Review, in 8 C.T. 
B.R. (N.S.) Case 2, the taxpayer com- 
pany contended that the removal of the 
excess overburden’ represented the 
method adopted to obtain access to the 
raw material required for manufacture, 
the cost of removal was of a capital 
nature, and the proceeds of sale of the 
clay were capital receipts from the realis- 
ation of a capital asset. 


The Board held that the removal and 
sale of the overburden of clay was con- 
ducted in such a manner that it formed 
part of the taxpayer company’s business. 
The proceeds after payment of the con- 
tractor’s remuneration, were held to be 
accessable income. falling within the 
“general concept of income.” 


COVENANT TO 
REPAIR LEASED PROPERTY 


A payment by a lessee, on the 


assignment of his lease, to settle an 
obligation under the lease to effect 
repairs to the leased premises, was 
held by the Board of Review to be 
not allowable as a deduction. 


The taxpayer was the lessee of hotel 
premises. When he entered into the lease 
agreement an amount of £1500 had been 
deposited by the taxpayer with the own- 
ers of the property as security for the 
performance of the covenants stated in 
the lease. It was agreed that the property 
should be maintained in good order and 
repair, and if the lessee did not meet the 
requirements of the lease in this direc- 
tion, it was provided that the owners 
could have the work done and recover 
the cost from the lessee. 


Consent of the lessor to the assignment 
of the lease to a purchaser was sought 
by the taxpayer. The owners and an 
architect then inspected the hotel and it 
was decided that repairs which were 
estimated to cost £800 were necessary. 
The owners refused to assign the lease 
until this amount was paid to them. 
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The taxpayer claimed a deduction for 
the amount of £800 paid by him (actu- 
ally, the taxpayer forfeited part of the 
deposit lodged with the owners) on the 
ground that the amount was necessarily 
incurred in carrying on the hotel busi- 
ness (Section 51 (1)). Alternatively, he 
claimed that the expenditure was allow- 
able under Section 85 (1) (c), represent- 
ing an amount paid to obtain the assent 
of the owners to the assignment of the 
lease. 

It was pointed out by the Board of 
Review that it appeared certain that if 
the taxpayer had spent the amount of 
£800.on repairs and renovations while 
he was the tenant of the property, a de- 
duction would have been allowed under 
Section 53. However, he did not under- 
take the repairs required, but rendered 
himself liable to reimburse the owners 
the cost of having the necessary repairs 
effected. 

The Board, in 7 C.T.B.R. (N.S.) Case 
129, held that the amount paid by the 
taxpayer was of the nature of damages 
for his failure to carry out the coven- 
ants in the lease agreement. “Whilst 
there is a fine line of distinction between 
the taxpayer paying for the repairs to 
be carried out and paying for his failure 
to have effected such repairs, we con- 
sider the difference is material in that 
the payment was in fact made for his 
breaches of the covenants in the lease.” 
It was considered that the payment was 
not made in the course of gaining or 
producing assessable income, or neces- 
sarily incurred in carrying on the busi- 
ness for that purpose, and in any event, 
it was a payment of a capital nature. 
Thus the payment was regarded as not 
allowable under Section 51 (1). 

Further, the Board considered that 
the payment of £800 was not made to 
obtain the lessor’s consent to the assign- 
ment of the lease. The “fundamental 
treason” for the payment was the obliga- 
tion of the taxpayer under the lease 
agreement; the connection between 
making the payment and obtaining the 
lessor’s consent was regarded as too re- 
mote to permit of a deduction to the tax- 
payer under Section 85 (1). 
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RESIGNATION AND RE-EMPLOY- 


MENT 


A retiring allowance paid to a 
public servant who was subsequent- 
ly re-engaged as a temporary em- 
ployee was held to be subject to the 
provisions of Section 26 (d) of the 
Income Tax Assessment Act. 


The taxpayer was a permanent officer 
of the Commonwealth Public Service. On 
21 March, 1955 he advised the head of 
the branch in which he was employed 
that he desired to resign as from 23 
March, 1955, and at the same time he 
applied for appointment as a temporary 
employee in a position similar to that 
which at the time he occupied as a per- 
manent officer. 


Retirement took place, as requested 
by taxpayer, on 23 March. Approval 
was granted on 24 March for his employ- 
ment in a temporary capacity, which 
continued until he relinquished his posi- 
tion on 6 July, 1955. 


When he resigned from his permanent 
appointment (after fifteen years’ service) 
taxpayer applied for pay in lieu of 
furlough, and on 27 April, 1955, an 
amount of £586 was paid to him. 


Section 26 (d) of the Income Tax As- 
sessment Act provides that assessable in- 
come shall include five percent of a lump 
sum payment received “in consequence 
of retirement from, or the termination of, 
any office of employment”. 

The Commissioner took the view that 
the taxpayer’s service was continuous, 
that he carried out substantially the same 
duties on the day before his retirement 
as a permanent officer and the day after 
his appointment as a temporary em- 
ployee, that all that had occurred was a 
change in his status, and that consequent- 
ly there had not been a retirement from 
or termination of an employment. It was 
contended that taxpayer had never been 
the holder of an “office”. 


The Board paid particular attention 
to the Commonwealth Public Service 
Act, where permanent “officers” and 
temporary “employees” are defined, and 
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where are set out detailed provisions 
concerning the designation, classification. 
creation and abolition, etc., of offices 
held by permanent officers. The same Act 
provides for the employment of persons 
in a temporary capacity, whose services 
may be dispensed with at any time. 


It was held by the Board, in 8 C.T. 
B.R. (N.S.) Case 8, that retirement from 
an office had taken place, and therefore 
Section 26 (d) should apply to tax only 
5% of the pay in lieu of long service 
leave received by the taxpayer. The 
permanent Public Service of the Com- 
monwealth, it was pointed out, consists 
of a number of created positions which 
are designated offices which have an 
existence independent of the person 
holding them. As a temporary public 
servant the taxpayer did not continue to 
hold the office he previously occupied, 
nor did he hold any office at all. The 
Board considered that an “office” for 
the purposes of the Commonwealth 
Public Service Act should be regarded 
as an “office” for the purposes of Section 
26 (d) of the Income Tax Assessment 
Act. 


The Commissioner has lodged notice 
of appeal to the High Court against the 
Board’s decision in this case. 


ESTATE DUTY — BEQUEST TO 
CHARITIES 


The application of Section 8 (5) 
of the Estate Duty Assessment Act, 
which relates to certain bequests 
or gifts, was considered by the 
Board of Review. 


The residuary estate of the deceased 
was bequeathed to “such Roman 
Catholic charitable institutions” in a 
named State as shall be decided by a 
named Archbishop. Two _ institutions 
were accordingly nominated by the Arch- 
bishop, and to those institutions the 
property passed. 

Section 8 (5) of the Estate Duty As- 
sessment Act provides that estate duty 
shall not be assessed or payable upon 
so much of the estate as is devised or 
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bequeathed or passes by gift inter vivos 
or settlement for religious, scientific or 
public educational purposes in Australia 
or to a public hospital or public bene- 
volent institution in Australia or as or to 
a fund established and maintained for 
the purpose of providing money for use 
for such institutions or for the relief of 
persons in necessitous circumstances in 
Australia. 


It was agreed that the institutions 
nominated by the Archbishop fell within 
those contemplated by Section 8 (5) of 
the Act. 


The Board of Review, in 7 C.T.B.R. 
(N.S.) Case 134, held that the exemption 
provided by Section 8 (5) should not 
apply. In the first place, it was pointed 
out that a devise or bequest is a gift or 
disposition by will, whereas, in this case, 
although the property may have passed 
under the will, it did not pass by the will. 
It required the will and also the deed of 
appointment to effect the transfer of the 
property. 


Consequently the Board considered 
that it was necessary to look at the will to 
see whether the conditions for exemption 
were satisfied. “The crucial factor is the 
degree of latitude allowed by the will 
itself, rather than the limitation actually 
made by the subsequent exercise of the 
power.” The will provided for bequests 
to “charitable” institutions; this went be- 
yond the purposes and bodies enumerat- 
ed in Section 8 (5). 


It was held also that the bequest 
could not have been a gift inter vivos. 
The person exercising the power of ap- 
pointment (the Archbishop) had no in- 
terest himself in the property, so that it 
could not be said that he had made an 
inter vivos gift of the property. 


Although the intention of the testator. 
to make bequests of property to charit- 


able institutions, was achieved, the 
manner in which the bequests were 
effected was such that, as a result of the 
Strict application of the law, an exemp- 
tion from estate duty was denied. 
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REPAYMENT OF EDUCATIONAL 
ALLOWANCES 


The repayment of allowances 
received under an agreement with 
the Minister of Education was held 
by the Board of Review to be out- 
side the provisions of Section 51 of 
the Income Tax Assessment Act. 


The terms of a service agreement 
which the taxpayer signed with the 
Minister of Education provided that, as 
the holder of a studentship in a course 
of training, he was entitled to certain al- 
lowances and have certain tuition fees 
paid for him. In consideration of these 
benefits, the taxpayer agreed to teach in 
any school to which he was appointed, 
during a period of three years following 
the conclusion of his training. If there 
was a breach of the agreement, the allow- 
ances and tuition fees had to be repaid 
to the Minister. 


Before the three years had expired. 
the taxpayer gave up his teaching to 
enter the University as a full-time law 
student. A refund of £513 had to be 
made to the Minister of Education. 


The Board of Review in 7 C.T.B.R. 
(N.S.) Case 130, decided that the repay- 
ment made by the taxpayer was not in- 
curred in the course of gaining or pro- 
ducing his assessable income, nor was it 
necessarily incurred in carrying on a 
business. The liability incurred, it was 
considered, was not “incidental or relev- 
ant” to the production of assessable in- 
come, but flowed directly from the tax- 
payer's breach of a covenant contained 
in his agreement with the Minister of 
Education. 


The taxpayer drew attention to the fact 
that if the repayment was not allowed 
as a deduction an injustice would be 
done, because he had been subject to 
tax on the allowances when they were 
received, and suggested that possibly the 
allowances should not have been so taxed 
to him. The Board, however, was not 
able, within the terms of the objection 
lodged, to consider such aspects. 
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TAX 
PRACTICE 


Under the will of his late 
father, Brown received a legacy 
of £8,000. He used this money, 
when aged 60, to purchase an 
annuity of £600 payable until 
his death. His expectation of 
life is 17 years. What part, if 
any, of this annuity is subject 
to income tax? 


An annuity is normally assessable 
income. However, if it is a pur- 
chased annuity, the purchase price, 
to the extent that it has not pre- 
viously been allowed as a tax deduc- 
tion to the recipient, is excluded 
from his assessable income. 


In the circumstances described 
above, no part of the amount of 
£8,000 has been allowed as a de- 
duction to Brown. The amount of 
the annuity to be excluded from 
assessable income is the “undeducted 
purchase price” (£8,000) divided by 
the number of years of his life ex- 
pectancy when he purchased the 
annuity (17); that is, £471. So each 
year he will be taxed on £600 — 
S47Tl = £129. 


In a sense, Brown is being taxed 
on the interest component of the 
annuity, as the capital component 
(the purchase price) has been ex- 


cluded. However, the exclusion of 
the amount of £471, to arrive at the 
assessable portion of the annuity, is 
not limited to the 17 years of his 
life expectancy at age 60, but will 
continue for each subsequent year 
until his death. 





* 





Income Tax Law Relating to Leases 


No. 2. 


In this second article by D. C. Wilkins, B.Com., A.A.S.A,, 
the journal's taxation editor, on the effect of income tax on lease 
transactions, special features relating to the taxing of lease pre- 
miums received, and the deductions to be allowed for lease 
premiums paid, are discussed. 


Lease Premium Received 


It was pointed out in the first article 
in this series that a lease premium, as 
defined, is included in the assessable 
income of the recipient in the year in 
which it is received. 


If the recipient is a company, the 
premium is subject to tax at the rate 
appropriate to the particular company, 
which is governed by the status of the 
company, that is, whether it is a “private” 
or “non-private” company. Apart from 
the difference in rate as between the 
company’s taxable income up to £5,000, 
and that exceeding £5,000, the tax 
applicable to the premium is on a flat 
rate basis. 


Different considerations apply, how- 
ever, if the recipient of the premium is 
an individual taxpayer, as the rate of tax 
applied to the taxable income is cal- 
culated on a graduated scale. Thus, if 
the lease premium included in the taxable 
income of one year was substantial in 
amount, the tax charged on the premium, 
in the absence of any relief, could be 
considerable. 


The measure of relief to individual 
recipients of lease premiums is provided 
by Section 86 of the Income Tax Assess- 
ment Act. It applies only in the case 
of a lease which has an unexpired term 
of twenty-five months or longer, and 
provides that where a premium (less 
any deductions directly relating thereto) 
received in connection with such a lease 
is included in the recipient’s assessable 
income, the rate of tax charged on his 
total taxable income (including the pre- 
mium) will be the rate applicable to a 
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“notional income”. This rate will be 
lower than the rate normally applied to 
the total taxable income. 


The “notional income”, for the pur- 
poses of Section 86, is calculated by 
deducting from the recipient’s _ total 
taxable income the net premium received, 
and adding an amount ascertained by 
dividing the net premium by one twenty- 
fourth of the number of months in the 
unexpired term of the lease. The follow- 
ing example should make this clear:— 


Taxable income, £5,000, includes a net 
premium, £1,800, received on the 
grant of a lease having six years to 
run. 


Taxable income £5,000 


Less net premium 


Plus net premium divided by one 

twenty-fourth of the number of 

months in the unexpired term: 
72 

i.e. 1,800 


Notional income for rate purposes £3,800 


Tax will be charged on the total taxable 
income, £5,000, at the rate applicable 
to a taxable income of £3,800. 


If the taxable income is less than the 
net premium received (that is, if the 
taxpayer’s other income-producing ac- 
tivities result in a loss), the taxable 
income will be divided by one twenty- 
fourth of the number of months in the 
unexpired term of the lease. 
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The provisions of Section 86 do not 
apply to a company, except where the 
company is assessed as a trustee in re- 
spect of the premium received, in which 
case the rates of tax appropriate to 
individual taxpayers are applied. Also, 
the section does not apply where the 
premium is received by instalments over 
a period of three years or more, nor does 
it apply to a person whose income is 
subject to the averaging provisions of 
the Act. 


The assessment of tax at the rate 
applicable to a notional income, as pro- 
vided by Section 86, has no application 
to the case of a lease of indefinite dura- 
tion. As will be observed later in this 
article, provisions exist for a person 
paying a premium in connection with 
such a lease to elect that the period of 
the lease unexpired shall be deemed to 
be two years. Even if a similar election 
was permitted in relation to the lease 
premium received, the application of 
Section 86 would still not be involved, 
because that section is concerned only 
with leases where the unexpired period 
is twenty-five months or longer. 


Deduction for Lease Premium Paid 


Section 88 (1) provides for the allow- 
ance of a deduction for a lease premium 
paid in respect of land, premises or 
machinery used for the purpose of pro- 
ducing assessable income. A deduction 
will be allowed in respect of a payment 
for the goodwill of a business carried on 
upon the leased land only if the goodwill 
is deemed by Section 83 A to be a lease 
premium (see under “Goodwill” in the 
previous article). 


Where the premium has been paid for 
the grant or assignment of a lease, and 
the person (individual or company) who 
paid it is in the year of income the 
lessee of the land, premises or machinery, 
he is entitled to a tax deduction of an 
amount calculated by spreading the pre- 
mium paid over the unexpired period of 
the lease. For example:— 
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Premium £2,000 paid 1 October, 1956 
on the assignment of a lease. Unex- 
pired period of lease four years. 


Deductions allowed: Year ended 30 June, 1957: 
% of £2,000 for 9 months £375 
Years ended 30 June 1958 
to 1960 
Year ended 30 June, 1961 
% of £2,000 for 3 months £125 


On the purchase of the freehold of 
the property by a lessee who was paid a 
premium for the grant or assignment to 
him of a lease of that property, the de- 
duction allowable under Section 88 (1) 
will cease, because he is no longer the 
lessee. 


£500 each year 


If the premium relates to the surrender 
of a lease and in the year of income the 
person paying the premium “would have 
been the lessee had the lease been trans- 
ferred to him and he had not been 
entitled to the reversion”, the deduction 
allowed is arrived at by distributing the 
amount of the premium over the period 
of the lease which was unexpired when 
the premium on surrender was paid. 


An example of a premium paid on the 
surrender of a lease is as ‘ollows:— 


The owner of a property grants a lease 
to a tenant for a period of five years 
from 1 July, 1955. The owner wishes 
to regain possession of the property, 
either to use it himself in his business 
or to let it on more favourable terms. 
On 1 December, 1957 he pays the 
tenant £1,000 for surrendering the 
lease. The unexpired period of the 
lease is thus two and a half years. 


Deductions allowed to the owner (the premises 
are used for the purpose of producing assess- 
able income): 

Year ended 30 June, 1958:— 

1 
of £1,000 for 6 
2% months - £200 
Years ended 30 June, 1959 


and 1960 £400 each year 


Section 83 (2) proides for the ascer- 
tainment of the consideration attributable 
to a lease where there is a grant, assign- 
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ment or surrender of a lease and other 
assets are sold or assigned at the same 
time. The amount so allocated to the 
lease may be the amount specified in 
the agreement, or an amount determined 
by the Commissioner. In addition to 
determining the amount of the premium 
to be assessed to the recipient, this pro- 
vision in the Act would also apply to 
determine the amount to be allowed as 
a deduction, spread over the unexpired 
period of the lease, to the person paying 
the premium. 


On the death of a taxpayer receiving 
tax deductions under Section 88, any 
deduction still to be obtained will be 
allowed to the person who succeeds to 
the lease. 


Lease of Indefinite Duration—Lease 
Premium Paid 


Where the lease granted, assigned or 
surrendered has been entered into for no 
specific period, for example a weekly or 
monthly tenancy, it is not possible, as a 
general proposition, to determine the un- 
expired period of the lease, because the 
lease does not have a definite date of 
expiry. In the absence of special pro- 
visions, therefore, the deduction to be 
allowed to the person paying the premium 
could not be ascertained. 


Section 88 (5) provides a way out of 
this difficulty. If a premium is paid in 
relation to a “lease of indefinite duration”, 
the taxpayer paying the premium may 
elect that the period of the lease unex- 
pired at the date when the premium was 
paid shall be deemed to be two years. 
The election, which does not need to be 
in any specific form, must be made in 
writing and lodged with the Commissioner 
on or before the date of lodgment of the 
tax return for the year in which the pre- 
mium is paid, or within any extended 
time that the Commissioner allows. 


If such an election is made, the lease 
premium is allowed as a deduction, spread 
over the period of two years from the 
date of payment. For example:— 


A premium of £600 is paid on the 
assignment of a weekly tenancy on | 
June, 1957. The taxpayer elects that 
the period of the lease unexpired at 
the date when the premium was paid 
shall be two years. 


Deductions allowed:— 


Year ended 30 June, 1957— 
% of £600 for 1 month 


Year ended 30 June, 1958 


Year ended 30 June, 1959— 
Y% of £600 for 11 months 





“ .sLo See Oursels”’ 


CCOUNTANTS, no less than any 

other group of mortals, on occasions 
no doubt express the wish so eloquently 
put by Robert Burns in his lines: 

Oh wad some Pow’r the giftie gie us 

To see oursels as ithers see us! 

This reflection is prompted by an 
address given by Mr. Donald Campbell, 
secretary of International Harvester Co. 
Pty. Ltd., at the 1958 Convention of the 
Victorian Division of The Australasian 
Institute of Cost Accountants. 

Mr. Campbell’s address, entitled 
“What Cost Accounting Techniques 
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Ought to be Fundamental in the Man- 
agement Equipment of Technical Execu- 
tives?” was provocative and controversial. 
He opened by declaring that he could 
not conceal his dislike of the presumption 
implicit in the title. Some accountants 
had an attitude of smug complacency in 
their dealings with technical executives, 
and to expect those technicians and 
managers now to understand our craft 
and skills added insult to injury. 


Mr. Campbell developed a line of 
thought expressed by Sir Alexander Fitz- 
gerald earlier in the Convention, that, 
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although cost accounting had made good 
technical progress in the last fifty years 
there was little reason to be satisfied with 
the present status of the individual cost 
accountant or with the standing of the 
profession in the community. Both 
speakers drew attention to the fact that 
many major developments in cost and 
management accounting—for example 
standard costing and the break-even 
analysis of profit—had been developed 
by engineers rather than accountants who 
had displayed either passive disinterest 
or had actually resisted the inevitable 
progress. 


Surely if there is truth in these asser- 
tions from such respected lecturers, it 
behoves us to critically examine the cur- 
rent position. Is it possible that today, 
no less than in the past, there is some 
doctrine, some trend or method of ex- 
pression, or of analysis, being developed 
and which we are choosing to ignore? 


In exploring these possibilities two 
fields for contemplation offer themselves. 


The Theory of Tolerances 


As the science and studies of engin- 
eering progressed, a concept for the accu- 
rate measurement of tolerances was de- 
veloped, and is now universally accepted 
and practised. 


Nowadays almost any engineering pro- 
duct can have a qualitative degree of 
precision allocated to it by reference to 
a tolerance measure. This recognises 
that the product is not of perfect dimen- 
sion but grades the imperfection between 
prescribed tolerance limits. In other 
words the product conforms to a meas- 
urable degree of accuracy. 


It would appear that this has an appli- 
cation to accounting and cost account- 
ing techniques. Accounting, with its im- 
properly resolved considerations on de- 
preciation, its struggle to cope with its 
own theories in the face of a general 
variation in the value of money and other 
imponderables, is anything but an exact 
science. The certain error which is ac- 
cepted as existing in the physical quan- 
tities of stocks held by all medium and 
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large size firms, quite apart from price 
and value considerations, ridicules the 
presumption of accuracy implied in pre- 
senting financial statements to the last 
penny. 

No doubt many accountants have pre- 
pared statements, thoughtfully aware of 
their possible inaccuracies, well knowing 
that estimates were on occasions ines- 
capable, and then seen these statements 
accepted as perfection simply because 
they were signed by a _ qualified 
accountant. 


We hear much these days of the rela- 
tive advantages of time and accuracy in 
the presentation of financial statements. 
Surely this implies some measure of rela- 
tive accuracy. The establishment of such 
a gauge of accuracy would not be a 
simple matter—perhaps it is not even 
possible—but the present day vagueness 
of the accounting profession in respect 
to the degree of accuracy attained in 
financial statements, seems to me to pre- 
sent a basis on which accounting his- 
torians twenty years hence will deservedly 
criticise us. 


The Principles of Advertising 


An authority on advertising considers 
that the basic objectives of advertising 
are three in number, namely, 


1. The advertiser's message must be 
seen—by the persons to whom it is 
logically addressed. 


The message must be received—ac- 
cepted mentally and create an im- 
pression. 


The message must be so presented 
as to cause a reasonable percentage 
of the readers to act upon it. 


These three objectives have a definite 
application in the preparation of account- 
ing reports, yet advertising, and its basic 
psychology, are probably the least likely 
sources to which an accountant would 
turn if he desired to develop his report- 
ing ability. That is not to imply that a 
good coating of blarney will make up for 
any inaccuracies or omissions in account- 
ing reports; what is meant is that cost 
and management accountants should en- 
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deavour to prepare and present their 
reports with these three advertising 
axioms in mind. 


This is expressed in another way by 
Mr. Campbell, who said in the course of 
his address: “Some accountants regard 
their figured statements as almost an end 
in themselves, but the statements are use- 
ful only to the extent that they assist 
the other executives in an effective con- 
trol of their sections of the business. The 
primary function of all accounting is to 
provide effective managerial control.” 


Obtaining information is an important 
function of the accountant, but what 
really counts is the effective use made of 
that information ultimately by an execu- 
tive other than the accountant. 


The accountant’s report is usually of 
necessity presented as a statement of 
words and figures. In this method of 
presentation alone he is at a disadvantage, 
as is borne out by advertising experience. 
An advertisement is simply a relatively 
ineffective substitute for personal rep- 
resentation. If it were possible for adver- 
tisers to physically confront each of the 
485,000 readers of a metropolitan daily 
with their story, the sales effect would 
be astronomical when compared with the 
effect of a written advertisement on that 
number of people. 


Many an accountant, however, un- 
aware of this basic psychological fact, 
blandly assumes that his complex written 
and figured statement conveys all that he 
understands of the position, and that his 
report will be understood by its recipients. 
Often he is making an unfounded as- 
sumption when he expects that it will 
be read at all. 


Another factor which few accountants 
comprehend is the effort necessary to gain 
the attention of those to whom the report 
is addressed. Management writers em- 
phasise the tremendous capacity which 
will be required of the manager of to- 
morrow. Peter Drucker, says that seven 
new tasks will be required of the future 
manager and lists them as follows: He 
must be more of an analyst, an economist, 
aware of his business as a whole and not 
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of the one individual function in which 
he was trained. He must study world 
events, politics, labour relations and in. 
ternational economics. He has responsi- 
bilities and tasks undreamed of twenty 
years ago and yet has the same measure 
of time, twenty-four hours each day, in 
which to accomplish them. 


The average aspiring accountant ha 
little to aid him in his task of winning 
and holding management’s interest in 
his reports. For him to render the maxi- 
mum of true accounting assistance he 
must supplement his original training and 
experience by every means within his 
power. 

The accountant of today surely needs 
a completely new approach to this prob- 
lem of reporting to management. It is 
generally found, particularly in small and 
medium size firms, that profit accounts 
and balance sheets are submitted with 
out one word of explanation. The major- 
ity of business executives, lacking finan- 
cial training, have no real understanding 
of balance sheets and still less of the 
value which can be obtained by research- 
ing cost and profit movements. In spite 
of this the documents are presented to 
them, probably as a by-product of the 
income tax return but presumably with 
the thought that they may be of assist- 
ance. If business executives do not un- 
derstand the balance sheets—and ex- 
perience has shown that a great number 
do not—is that their fault or the fault 
of the accountants who prepare them? 


Every good accounting report, like 
every good advertisement, ought to be 
custom built, and there is much which 
we can achieve in the solution of our 
presentation problems from the three 
axioms of advertising. They would go 
long way toward ensuring that accounting 
messages are seen, read and acted upon. 


We must be receptive to the applica 
tion of proven skills of other professions 
if such application aids the progress of 
our own profession. Let us have an 
awareness of our present limitations, t0 
see ourselves as we would wish future 
generations to see us. 


The Australian Accountant, May, 1959 





which 

world 
ind in- 
sponsi- 
twenty 
1easure 
day, in 


nt has 
vinning 
est in 
» Maxi- 
ice he 
ng and 
in his 


' needs 
; prob- 

It is 
all and 
counts 
| with- 
major- 
finan- 
anding 
of the 
search- 
n spite 
ited to 
of the 
y with 
assist- 
ot un- 
id ex- 
umber 
> fault 
hem? 


t, like 
to be 
which 
of our 
three 
J goa 
unting 
1pon. 


yplica- 
>»ssions 
ess of 
ve an 
ns, to 
future 


», 1959 


The Accountancy Profession 


An address by SIR STANLEY BURBURY, K.B.E., LL.B., Q.C., 
Administrator of Tasmania and Chief Justice of the Supreme 
Court of Tasmania. Delivered at the annual meeting of members 
of the Australian Society of Accountants,* held at Hobart on 


21 April, 1959. 


The Accountancy and Legal Professions 


The accountancy profession and the 
legal profession have much in common 
but to some extent we both stand on 
the side lines of life with the main parade 
of science and industry going by. There 
is a vast common field of law and ac- 
countancy today. Commerce and in- 
dustry can be best served in the solution 
of many complex fiscal and taxation 
problems by the joint wisdom of the 
lawyer and the accountant. 

Accountants and lawyers might well 
follow the American example of holding 
joint conferences for the exchange of 
ideas and thought on problems belong- 
ing to their common field. 


The Status of the Accountancy Profession 


Accountancy has through the course 
of this century developed into one of 
the major professions. It is the youngest 
of the recognised professions and it has 
attained its modern status rapidly. It is 
a great tribute to the Australian Society 
of Accountants and its antecedent bodies, 
that over a period of fluid development 
in the practice of accountancy, high 
educational standards and high ethical 
standards have been maintained. Your 
Society has met the challenge of modern 
business and industrial conditions. You 
have been greatly strengthened in this 
endeavour through the integration in 
1952 of the three Australian professional 
bodies, The Commonwealth Institute, 
The Federal Institute and the Associa- 
tion of Accountants in Australia. 


Changes in Accountancy Practice 


The concept of accountancy and the 
practice of accountancy have undergone 
tremendous changes. 





* A complete report of the annual meeting 
will be published in the June issue. 
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An accountant was originally a man 
who could count, but nowadays he does 
much more important things. He has 
graduated from a bookkeeper to an 
active participant in management. The 
complex financial and economic aspects 
of modern industry and business manage- 
ment, and the necessity of careful tax 
planning have raised the man of figures 
to the status of an effective and indis- 
pensable instrument of planning and 
control in management. Accountants 


not only play an important part in the 
management of private enterprises, but 
also in the management of national in- 
dustrial undertakings. 

This has resulted in an increasing 
number of professionally qualified ac- 


countants being engaged directly in com- 
mercial and industrial undertakings in- 
stead of practising as private consultant 
accountants. 

These developments emphasise the 
great public importance of this Society 
as a professional body. You are con- 
cerned with achieving high educational 
and ethical standards for accountants 
who, through their participation § in 
management, have public responsibilities 
of a high order. It is important to the 
public that there should be a strong, 
independent, professional body charged 
with the responsibility of maintaining 
high educational and ethical standards 
applicable to all accountants whether in 
private practice or engaged directly in 
commerce and industry. 


Accountancy Education 


The broadening of the scope of ac- 
countancy and the active participation 
of the accountant in management, have 
brought the need of higher and broader 
educational standards. Here again it is 
in the public interest that the education 
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of an accountant should be such as to 
enable him to use his specialised tech- 
nique as an effective contribution to 
social and economic stability. 


Advanced education for accountants 
at University level is becoming more 
and more important. Academic training 
of accountancy students must enhance 
the standing of the accountancy profes- 
sion. Before the Accountants’ Univer- 
sity Courses had borne any fruit in 
England it was still possible as late as 
1945 to level against the profession that 
“Accountancy has hitherto tended to be 
one of those professions which have by 
force of circumstances and their own 
professional requirements held them- 
selves somewhat aloof from the main 
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stream of the nation’s intellectual life’’. 


University education must have a 
broadening effect upon the entire pro- 
fession so long as the University fulfils 
its function of combining a sound gene- 
ral education with a thoroughly special- 
ised education. The accountant in this 
modern world with other specialists, 


1. The Economist, 5 March, 1945, page 76. 


must be emancipated from his specialisa- 
tion if the cultural pattern of our society 
is to be preserved. To meet the prob- 
lems of management in this changing 
world he needs vision; he must assimilate 
something of the wisdom of the ages as 
it bears upon human relationships; un- 
less he knows something of the basic 
ideas and aspirations which have been a 
deep living force in the lives of men, he 
runs the risk of partial blindness. 


Your Society is well seized of the im- 
portance of broad educational training 
of accountants. It is very satisfactory 
to know from the report of your General 
Council for the year ended 31 December, 
1958, that there is no complacency in 
your profession about educational stan- 
dards, and that your Council is of the 
opinion that there should be a compre- 
hensive survey of accountancy educa- 
tion in Australia along the lines of those 
conducted in recent years in other coun- 
tries, and that arrangements are being 
made for this to be undertaken in the 
near future. 





Proceedings of First Far East Conference of Accountants, 1957 


tants we have received a copy of the 

440-page volume recording the proceedings 
of the First Far East Conference held at 
Manila in 1957. 

Twenty organisations of accountants from 
fourteen countries, comprising in all forty- 
three delegates, attended the Conference. The 
Australian Society of Accountants was re- 
presented by its president, Mr. O. H. Paton, 
and General Registrar, Mr. C. W. Andersen. 


Papers presented covered the following 
topics:—development of the accounting pro- 
fession; requirements for admission to pro- 
fessional practice; auditing standards; auditing 
procedures; auditing practice; new fields for 
the accountant. 

The publication entitled “The Far East 
Conference of Accountants” provides a com- 
prehensive picture of the stages of develop- 
ment and the problems faced in the various 
countries represented at the Conference. 
There are obviously wide differences in de- 
velopment between the various countries repre- 


os the Philippine Institute of Accoun- 
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sented; some have no organised body of ac- 
countants. From the enthusiastic expressions 
of goodwill of those taking part, as reported 
in the publication, the Conference was un- 
doubtedly an inspiration to delegates. 


The Philippine Institute of Accountants is 
to be congratulated on its initiative in spon- 
soring and successfully conducting the con- 
ference, and on publishing its deliberations 
for wider dissemination. 


Australian accountants can obtain a great 
deal of information on accounting developments 
in the Asian and Pacific countries from the 
“Proceedings”. In view of the forthcoming 
second Asian and Pacific Convention in Mel- 
bourne next year, it is particularly important 
that we should be aware of these developments 
in order to play our part as successful hosts. 


Copies of the publication may be obtained 
from the Philippine Institute of Accountants, 
501 San Luis Terraces Building, San Luis 
Street, Ermita, Manila, Philippines at $12.50 
a copy. 


The Australian Accountant, May, 1959 
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Secretarial Practice, Auditing and Accounting under the 
Victorian Companies Act, 1958 


A lecture delivered by V. L. GOLE, F.A.S.A., A.C.A.A.. on 4 May. It is 
one of a series of three arranged by the Victorian Division of the 
Society to acquaint members with the provisions of the Victorian Companies 


Aci, 1958. 


HEN we consider the tempo of 

modern business, particularly in 

the last decade or two, it is not difficult 

to visualise the need for some overhaul 

and amendment to the company legis- 

lation formulated and proclaimed back 
in the 1930's. 


An unstinted tribute should be paid 
to the Victorian Companies Act 1938, 
which has stood up very well to the 
pressure of changing economic condi- 
tions; survived the exigencies of a war 
time economy; and emerged into the 
somewhat troubled waters of peace with 
considerable honours. This _ tribute 
should include members of our own pro- 
fession who gave such time, thought, 
and perseverance to so many of the 
worthy provisions incorporated into that 
Act, which even now can be regarded 
as one of the best pieces of company 
legislation ever enacted. But time brings 
changes even in the legislature, and now 
is an opportune time to pay the same 
unstinted tribute to those of our pro- 
fession and of the secretarial profession, 
who have contributed so much towards 
the 1958 Act. 


It is not to be expected in these 
matters that all that is desired shall 
be achieved. Viewpoints are bound to 
differ, and compromises must be reached, 
to provide as practicable a solution as 
possible, and to harmonise these view- 
points. What the 1958 Act lacks in 
perfection, is at least counterbalanced 
by the Act’s intention to serve all sec- 
tions of the community well. 


The matters which are the particular 
concern of the company secretary, audi- 
tor and accountant will be dealt with 
in this paper. The emphasis will be on 
the differences in these matters between 
the 1938 and 1958 Acts rather than on 
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the full range of provisions relating to 
these three important responsibilities. No 
attempt will be made to deal with the 
matters purely within the scope of the 
legal profession. 


SECRETARIAL 


Ever since the 1955 amendments to the 
Victorian Companies Act 1938 the status of 
the company secretary, at least from the 
standpoint of the legislature, has been improved. 
It was then provided that notice of appointment 
of the secretary had to be filed with the 
Registrar General, in the same way as par- 
ticulars of company directors had to be filed; 
also any changes in such an appointment had 
to be filed by use of the prescribed Form 45. 

The company secretary as a general rule is 
charged with the responsibility of carrying out 
the statutory requirements of the Act as they 
relate to the various things which must be put 
on record at the Registrar's Department. 

It is therefore no wonder that the Chartered 
Institute of Secretaries should have been one 
of the active bodies concerned with what 
should be included in the new Act. 

Drawing a fine line of demarkation between 
what is of direct interest to the company 
secretary and what is not, is no easy task 
In the following observations some attempt 
will be made to draw this line so that the 
coverage is not so comprehensive as to lose 
its perspective. 


Minutes and Minute Books 


Under the 1938 Act the word “book” in 
the context of the necessity to keep proper 
minutes of all proceedings at general or 
directors’ meetings was interpreted in some 
case law to mean a bound book. This did 
not prevent companies from adopting the 
more practical “loose leaf” minute book but 
there was considerable doubt if minutes re- 
corded in such a way would be admissible in 
evidence in any legal action. The South 
Australian Act had long recognised the use- 
fulness of this practical device, subject to 
certain safeguards. The 1958 Act in Victoria 
now provides for the same facility. Section 
3 (3)(a) is expressed in these words— 

“(3)(a). For the purposes of this Act any 

register, index, minute book or book of 
account may be kept either by making 
entries in bound books or by recording 
the matters in question in any other 
manner.” 
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The 1958 Act also imposes the need to take 
reasonable safeguards where bound books are 
not used. Section 3 (3)(b) is expressed in 
these words— 

“(3)(b). Where any register, index, minute 

book, or book of account required by this 
Act to be kept, is not kept by making 
entries in a bound book, but by some 
other means, reasonable precautions shall 
be taken for guarding against falsification 
and for facilitating its discovery 

Heavy penalties are imposed for default. 

A natural question is “What are reasonable 
precautions?” especially in the case of loose- 
leaf minute books. At least each leaf should 
be numbered consecutively in the printing or 
before any of the sheets are put into use. 
Every sheet should be accounted for and the 
chairman should sign each sheet after the 
minutes are inserted. It would seem desirable 
that the secretary should countersign each 
sheet. 

Registered Office and Accessibility 

Quite a significant change has been made in 
this matter but one which in actual practice is 
relatively unimportant. Under the 1938 Act 
the registered office of a company had to be 
accessible to the public for not less than three 
hours a day on fourteen days in each calendar 
month, between the hours of 8 a.m. and 
10 p.m. The new legislation narrows this in 
one sense but widens it in another. The time 
is still three hours per day but the time span 
is 9 a.m. to 5 p.m. on every day, Saturdays, 
Sundays and holidays excepted. This is in 
contrast with the fourteen days in each 
month under the 1938 Act. 

If the Act prescribes any book, document 
or record which should be available for in- 
spection these items must be available for 
inspection at the registered office during the 
accessible hours. 


Resolutions 

The Extraordinary Resolution under the 
1938 Act is now deleted and the Special 
Resolution in effect takes its place. This 
resolution is the same in character as under 
the old Act. The 21 days’ notice to propose 
the resolution as a Special Resolution can be 
broken down to some lesser notice if such 
reduction of time is consented to by share- 
holders holding not less than 95% of the 
total voting power. 
Register of Directors 

A proprietary company must have at least 
one director and a public company must have 
two directors at least. In each case one such 
director must be a natural person and must 
normally reside in Australia. It has for many 
years been necessary to file consent to act in 
respect of a director of a public company but 
under the 1958 Act this requirement is also 
prescribed for a director of a proprietary 
company. No longer need the nationality of 
a director be stated either in the Register of 
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Directors or in the Return of Directors (Form 
45) to be filed. 

In the case of a public company Section 
112 imposes the obligation to disclose any 
other directorships of public companies or 
companies which are subsidiaries of public 
companies, in the Register, in the Return of 
Directors, and in the Annual Return. In the 
1938 Act this was not necessary. All that 
had to be disclosed was “any other occupation” 
other than that of director. Special mention 
should be made here of the practical operation 
of the 1938 Act regarding consent of directors 
to act, and the incorporation of proprietary 
companies. In order to avoid the notice of 
intention to register, and the delay of thirty- 
one days before incorporation could be effected, 
the general procedure was to incorporate as 
a public company and to convert immediately 
to a proprietary company by effecting the 
required changes in the Memorandum. Under 
this procedure, if it was desired to name 
directors in the Articles of Association, for 
example, in the case of a governing director, 
consent of the person or persons named had 
to be filed at the same time as the Memorandum 
and Articles. Under the 1958 Act the notice 
of intention to register and the thirty-one 
days’ delay have been dropped. It is now 
possible to incorporate the proprietary company 
by the direct route with two subscribers to 
the Memorandum. Concurrent with _ this 
privilege has come the requirement for consent 
of directors to be filed when application for 
incorporation is made; whether the directors 
are named in the Articles or not. 


Election and Removal of Directors 


Section 101 of the 1958 Act makes it clear 
that two or more persons cannot be elected 
to the office of directors by a single resolution. 
They must be voted for individually. The 
exception to this rule is provided when there 
is a unanimous agreement by the meeting at 
which the appointments are to be made. Even 
if a resolution of appointment is passed 
without any objection being raised to it, the 
resolution and consequently the appointments 
so made will be void. The agreement to 
appoint by block vote must be a_ positive 
agreement of the meeting and not a passive 
agreement implied by the silence of those 
attending. If the appointments are to be made 
by ballot or poll the block election is quite 
in order. 

A director cannot be removed from office 
by his fellow directors but in a public company 
may now be removed by an ordinary resolution 
of the members. Notice of intention to remove 
a director must be given to members at least 
fourteen days before the meeting, and the 
director concerned has the right to be heard 
in the matter. Those desiring to move for the 
removal of the director must give notice to 
the company of not less than 28 days. 

Section 103 provides a safeguard in this 
respect, if the director was appointed to 
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represent a particular class of shareholders 
or debenture holders. The resolution for his 
removal shall not take effect until his successor 
has been appointed. 

If the director to be removed so desires he 
may make written representations to the com- 
pany and may request that these representations 
be communicated to the members. If these 
representations are received in time, they must 
be sent with the notice of the meeting at which 
the removal of the director is to be considered. 
If they are received too late for this they may, 
at the request of the director concerned, be 
read at the meeting. If the subject matter of 
the representations is deemed to be of a nature 
which abuses the privilege or is defamatory 
in any way, Section 103 contains a power 
to appeal to the Court to rule that the 
representations be not sent out or read at 
the meeting. Apparently it is still in order 
for a proprietary company to make its own 
rules in these matters and to incorporate 
them in the Articles of Association. The 
public company cannot contract itself out of 
these provisions by its Articles. 


Register of Members 


Some important changes have been made 
in the legislation affecting the Register of 
Members. Under the 1938 Act the power to 
keep a branch register had to be written into 
the Articles. This power is implied under 
the 1958 Act. Because of the decided trend 
in the post-war years for companies to have 
all their share work carried on by specialised 
services, the new legislation now provides that 
the share register may be kept at a place other 
than the registered office of the company; 
provided that the place is accessible to the 
public and within Victoria. Notification must 
be given to the Registrar of the place where 
the register is kept and the times when it is 
available for the inspection of the public. 

Under both the old and the new Acts “any 
trustee, executor, or administrator of the 
estate of any deceased person who was 
registered as the holder of a share in any 
company may become registered as the holder 
of such share as such trustee, executor or 
administrator”. Under the old Act, Section 
101 (3) made it clear that no notice of any 
trust should be entered on the register. Under 
Section 130 (3) of the 1958 Act shares so 
held “by a trustee in respect of a particular 
trust may, with the consent of the company be 
marked in the register in such a way as to 
identify them as being held in respect of such 
trust’. There is now no need to enter the 
occupations of members in the register. 

This latter omission is a sensible one bearing 
in mind that under the 1938 Act although the 
occupation had to be stated there was no 
obligation to keep the matter up to date as far 
as the Registrar was concerned. 

_Lists of former members and their par- 
ticulars need now be kept for only fifteen 
years. 
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Annual Return 

There are a few changes in respect of the 
Annual Return and these may be stated as 
follows. 

(a) In addition to the address of the 
registered office of the company it is now 
necessary to state the address of the place 
where the register of members is kept if 
that is other than at the address of the 
registered office. 

(b) A profit and loss account is now re- 
quired to be lodged with the Annual 
Return as well as a balance sheet. Under 
the 1938 Act a balance sheet was sufficient. 
The same additional documents are re- 
quired where appropriate and the same 
provisions apply regarding auditors’ re- 
ports, secretary’s declaration and certifi- 
cate of directors. 

(c) Occupations of members need no longer 
be stated. 

(d) A certificate regarding unclaimed 
moneys must now be provided by a 
director or secretary. 


The full requirements are set out in the 
Eighth Schedule Part II. A proprietary com- 
pany is exempted from filing accounts but 
still must provide the certificates stating that 
the company has not since the date of the 
last Annual Return made any invitation to 
the public to subscribe for any shares in or 
debentures of the company or to deposit 


money for fixed periods or payable at call, 
and the same certificate as before if the 


members exceed fifty in number. A _ public 
company has a further advantage now in 
contrast to the old Act but one which has 
been considerably modified from the original 
conception. If the registered office of the 
company is within three miles of the G.P.O. 
and its share register is kept at its registered 
office, and its members exceed 3,000, it need 
not supply a list of members and particulars 
of share transfers with its Annual Return. 
The thought behind this provision is that 
members of the public wishing to obtain such 
particulars can do so quite conveniently by 
personal inspection at the registered office of 
the company. Even in its modified form the 
provision is a time, money, paper and space 
saving device for the company and _ the 
Registrar. 


Seal 

A company may now have a duplicate 
common seal, which shall be a facsimile of 
the original seal with the words “share seal” 
on it. This is a convenience for sealing share 
certificates, but authorisation for a duplicate 
seal must be given in the Articles of As- 
sociation. The company, if so authorised by 
its Articles, may have for use in any place 
outside Victoria an official seal with the 
addition on its face of the name of every 
place where it is to be used. This latter 
provision was also in the 1938 Act. 
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Shares and Allotments 

Share certificates no longer need to have 
the authorised capital of the company stated 
on them. This is a sensible omission. What 
is more important are the particulars of the 
issued capital, but as these change from time 
to time it would be awkward to provide for 
particulars on share certificates. When shares 
are allotted whether for cash or other con- 
sideration the obligation remains as under the 
old Act to file a “Return of Allotments”. 
There is one significant difference and that 
is in regard to “Subscribers’ Shares”. 

Under Section 25 (1) of the 1938 Act it 
was stated “The subscribers of the Memoran- 
dum of a company shall be deemed to have 
agreed to become members of the company, 
and on its registration shall be entered in 
its register of members”. 

This left it somewhat open as to whether 
the subscribers’ shares (five in the case of 
a public company and two in the case of a 
proprietary company, usually) should be in- 
cluded on a “Return of Allotments” if they 
were not the subject of a formal resolution 
of allotment. It was established on good 
authority that subscribers’ shares need not be 
included on a Return of Allotments but must 
be accounted for in the first Annual Return 
of the company. 

In the 1958 Act the subscribers’ shares must 
be the subject of a “Return of Allotments”. 
Section 46 (1) puts it in this way. 

“For the purposes of this section any 
shares issued without any formal allotment 
to subscribers to the Memorandum shall 
be deemed to have been allotted to such 
subscribers on the date of the issue of 
such shares”. 

The earlier wording of the section makes 
it clear that the subscribers’ shares must now 
be included on a “Return of Allotments” with- 
in the prescribed time of one month. 


Marked Transfers 

The practice of “marking transfers against 
share certificates lodged in the office, so 
widely practised, has now been recognised by 
the Statute. Section 70 of the 1958 Act 
makes it clear that any such marking as 
“Scrip in Office” or “Certificate Lodged” is 
a representation by the company that the 
documents have been lodged with the com- 
pany and show a prima facie title to the 
shares in the transferor. But this certifica- 
tion is not necessarily a representation that 
the transferor has any real title. The com- 
pany is, however, required to be careful in 
making the certification, otherwise it may be 
under the same liability as though the certi- 
fication was made fraudulently. 

Share certificates are now required to be 
available one month after lodgment of trans- 
fer. 

Proxies 

Section 117 (5) provides that any member 

may appoint another person (whether a mem- 
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ber or not) as his proxy. Unless the Articles 
provide otherwise a proxy shall not be en- 
titled to vote except on a poll. 

Even the Articles cannot make it necessary 
for the instrument of proxy to be lodged 
with the company or any person more than 
forty-eight hours before a meeting or ad- 
journed meeting. 


Secretary 

As far as the Act is concerned there is 
nothing, either in the case of public or pri- 
vate company, to prevent a director of the 
company from also being the secretary of 
that company. But where a proprietary com- 
pany has only one director, that person cannot 
also be the secretary. In other words there 
must be at least two persons involved in the 
register of directors and officers of the com- 
pany. 

The secretary must be a natural person 
and must reside in Victoria. There may be 
more than one secretary appointed. Changes 
in secretaryship are subject to the same general 
rules of notice of change to the Registrar as 
in the case of directors. 


AUDIT 


A proprietary company is still not required 
by the Act to appoint an auditor or to have 
its books and accounts audited. If it does 
appoint an auditor that person must be a 
registered auditor within the definition of 
the 1958 Act. 


A public company and a proprietary com- 


pany which is a subsidiary of a public com- 

pany must appoint an auditor or auditors 

and he or they must be registered auditors. 

A firm may now be appointed auditors rather 

than a person or persons individually, provided 

the persons constituting the firm are regis- 
tered auditors. The Registrar is required to 
keep a register of those who are registered 
auditors. Those eligible are described in 

Section 5 (5) of the 1958 Act as follows:— 

Any person 

(a) who was licensed as a company auditor 
under the Companies Act 1938 or any 
corresponding previous enactment, 

(b) who is a member of the Institute of 
Chartered Accountants in Australia or 
the Australian Society of Accountants, 
who holds the degree of Bachelor of 
Commerce or the Diploma of Commerce 
of the University of Melbourne and who 
has passed examinations in the course of 
such degree or diploma in such subjects 
under whatever name as the Dean of the 
Faculty of Commerce of the said Univer- 
sity certifies to the Board to represent 
a course of study in accounting or audit- 
ing of three years and in commercial 
law (including Company Law) of two 
years’ duration. 
who holds the certificate in accountacy 
of the Royal Melbourne Technical Col- 
lege, 
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(e) who has satisfied the Board that he has 
a thorough knowledge of accounts and 
auditing and of the provisions of the 
Act and of such other subjects as pre- 
scribed. 

This certainly widens the scope for regis- 
tration as compared with the 1938 Act. 
The Board referred to in the last paragraph 
is the Companies’ Auditors’ Board as con- 
stituted under Section 5 and its sub-sections. 


Appointment and Fees 

The appointment of auditors is to be made 
at each annual general meeting of the com- 
pany except that the directors may appoint 
the first auditors. 

Fees are to be fixed by the company in 
general meeting or if so authorised by the 
members, by the directors. This latter alter- 
native was not provided under the 1938 Act 
but is a wise one to meet the practical situa- 
tion. 

Auditor’s Report 

The auditor’s report to members on the 
accounts should be simple and brief if 
everything is in order. A number of matters 
are set out in Section 142 (1) and (2) of 
the Act, on which the auditor need only 
report if in his opinion they are not in 
order. The words “true and fair” are now 
used in the report in place of “true and 
correct” in the 1938 Act. Under the 1938 


Act auditors were entitled to attend any 
general meeting of the company at which 


any accounts which had been examined and 
reported on by them were laid before the 
company, and to make any statements or 
explanation they desired concerning the ac- 
counts, but the company was under no obliga- 
tion to send notices of meetings to the audi- 
tors. Under the 1958 Act the auditors are 
entitled to receive notices of meetings. 
“Private” Balance Sheet 

Under Section 133 (5) of the 1938 Act 
the auditors were required, before making 
their report on the accounts, to receive from 
the directors of the company a balance sheet 
which was described as the “private balance 
sheet”. This was to give the details on which 
the shareholders’ balance sheet was founded. 
The private balance sheet in a sealed envelope 
had to be filed with the Registrar. This re- 
quirement has been dropped from the 1958 
Act. This also is a wise omission. Occasions 
on which reference was made to the “Private 
Balance Sheet” filed with the Registrar were 
practically unknown. 
Disqualification 

The matters leading to disqualification of 
persons as auditors are set out in Section 
5 (3) (a) and (b) of the 1958 Act, and 
these are somewhat wider than under the 
1938 Act. Clause (a) covers the require- 
ment of the auditor to be registered and 
Clause (b) is expressed as follows as to 
disqualification. 


The Australian Accountant, May, 1959 


An officer or employe of the com- 
pany or of any holding or subsidiary 
company or of any other subsidiary 
company of the same holding com- 
pany. 

(ii) A partner employer or employe of 
any such officer or employe of the 
company. 

(iii) A partner or employe of any such 
employe of an officer. 

(iv) indebted to the company in an amount 
exceeding one thousand pounds. (£250 
in the 1938 Act.) 

Any disqualification under these provisions 
shall remain for a period of twelve months, 
or such other period as the company in 
general meeting determines. 


Cancellation of Registration 

The Board may, after giving notice to a 
registered auditor inquire into his conduct 
and character as well as his abilities. The 
registered auditor has a right to be heard 
during the inquiry. If as a result of the 
inquiry the registration is cancelled, the per- 
son aggrieved may apply to the court to re- 
verse the decision. If the court is satisfied 
that justice has not been done it may direct 
the Board to register the person. Otherwise 
the person shall not be re-registered without 
the express direction of the Board. 


ACCOUNTING 


It is again a tribute to the 1938 Act that 
after the passing of twenty years there has 
been very little extension of the doctrine of 
disclosure as expressed in the 1938 Act. The 
requirements are now set out fully in the 
Ninth Schedule of the Act whereas in the 
1938 Act they were included in the text of 
Sections 123 and 124 in particular. 

New items to be disclosed separately in 
the Profit and Loss Account are: 

(e) The amount of the interest on the com- 
pany’s debentures and other fixed loans. 
This is a recognition of the increasing 
popularity of raising funds by debenture 
stock, unsecured notes and deposits. 

The amounts respectively provided for 
redemption of share capital and for re- 
demption of loans. This is evidently 
intended to pin-point the amounts set 
aside out of profits which would other- 
wise be available for dividends, for re- 
demption of redeemable preference shares, 
and as appropriations to sinking funds 
for redemption of loans. 

Provision made for the payment of in- 
come tax in respect of the period of ac- 
counting. (This was also provided under 
the 1955 amendments.) 

The aggregate amount of the dividends 
paid and proposed. This appears to be 
something of a conglomeration. It may 
have been better to separate the two 
although perhaps no harm is done if 
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“paid and proposed” simply means the 
aggregate of the interim dividend paid 
during the year and the final dividend 
now proposed. Separation of dividends 
on different classes of shares would be 
desirable and is in fact largely followed 
in practice. 
The total amount paid to the directors 
as remuneration for their services inclu- 
sive of all fees percentages or other 
emoluments paid to or receivable by 
them by or from the company or by or 
from any subsidiary company and in- 
clusive of commission paid or payable 
for subscribing or agreeing to subscribe, 
or procuring or agreeing to procure sub- 
scriptions for any shares in or debentures 
of the company or any such holding com- 
pany or any such subsidiary company: 
provided that the salaries of directors 
who are engaged in the full time em- 
ployment of the company or of any 
subsidiary company need not be in- 
cluded in the amount: 

Provided further if the company is 

served with a notice signed by or on 

behalf of 

(a) at least ten per centum of the total 
number of members of the com- 
pany; or 

(b) the holders in aggregate of not 
less than ten per centum in nomi- 
nal value of the company’s issued 
share capital— 

requiring those salaries to be disclosed 

the company shall forthwith— 

(i) prepare a statement showing the 
total amounts paid to the directors 
including such salaries for the 
financial year immediately preced- 
the service of such notice, 
lay such statement before the 
company in general meeting, and 
forward a copy of the statement 
to all persons entitled to receive 
notice of meetings of the com- 
pany. 

This whole Clause (k) is rather a dragnet 
clause as far as directors’ remuneration is 
concerned. There was nothing nearly so 
expressive in the 1938 Act which contented 
itself with requiring the disclosure of “direc- 
tors’ fees” in Section 124. Debatable ground 
was provided by the brevity with which this 
was expressed and much conjecture was pos- 
sible concerning the interpretation of “fees”. 
Certainly Section 127 (1) (c) enlarged the 
coverage of fees to include percentages, 
emoluments and so on. The 1958 clause 
does clarify certain matters by expressing 
the requirements more fully. Certainly it 
sets out clearly that the salaries of fully 
employed directors need not be included in 
the amount to be disclosed, except in the 
circumstances laid down in sub-clauses (a) 
and (b) of the main Clause (k). The 
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dragnet feature is very wide and the legis- 

lation has gone to some pains to cover all 

kinds of remuneration by whatever name 
it may be called. 

The interpretation of the term “emolu- 
ments” is somewhat difficult but a further 
paragraph to complete the profit and loss 
account requirements sets out that “emolu- 
ments” includes 

“fees, percentages and other payments made 
or consideration given directly or indirectly 
to a director or auditor of the company 
or of any holding company or subsidiary 
company whether as a director or auditor 
or otherwise in connection with the affairs 
of the company and the money value of 
any allowances or perquisites.” 

The reference to auditor in this paragraph 

is relevant to Clause (1) of the requirements 

of disclosure which will be referred to later. 

How is “the money value of any allowances 
or perquisites” to be interpreted and marked 
out in this context? If the company supplies 
a director with a motor car to enable him 
to carry out his duties more effectively surely 
that is a perquisite of his office and some 
valuation must be placed on this as far as 
the director is concerned and brought to ac- 
count. Special discounts allowed to a director 
on his personal purchases from the company 
are surely perquisites. What about the morn- 
ing “cuppa” and perhaps an afternoon one, 
too? The difficulty of valuing and bringing 
to account all these perquisites was encoun- 
tered under the English Act of 1948 and it 
was hoped that it may have been avoided in 
the 1958 Victorian Act. 

“(1) The total of the amount paid to auditors 
as remuneration for their _ services 
whether for auditing or otherwise, in- 
clusive of all fees, percentages or other 
emoluments paid to or receivable by 
or from the company or by or from 
any subsidiary company.” 

This is a new requirement to disclose amounts 

paid to auditors for their services as a sepa- 

rate profit and loss account item. Again the 
difficult matter of emoluments crops up. 

The Ninth Schedule also sets out fully the 
construction of the balance sheet. 

Clauses (a) to (f) inclusive set out in 
detail the requirements regarding share capi- 
tal although Clause (e) refers to redeemed 
debentures which the company has power to 
re-issue. 

The requirements generally are much wider 
than under the 1938 Act. Some of the in- 
formation is to be set out by way of note 
to the balance sheet—for example—the rates 
of dividend attaching to shares other than 
ordinary shares, and whether participating or 
cumulative or both; and stating amount of 
calls in arrears on each class. 

Clause (b) requires any part of the issued 
capital that consists of redeemable preference 
shares to be stated together with the earliest 
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date on which the company has power to 
redeem those shares. The amount of the 
share premium account must be stated sepa- 
rately. Unissued shares under option, the 
price of issue and the date of expiration of 
the option must also be shown. 

All the other particulars set out in detail 
in the Ninth Schedule appear to be much 
the same as those covered by Section 124 of 
the 1938 Act. 

As far as holding company and subsidiary 
company accounts are concerned the Ninth 
Schedule requirements are expressed in prac- 
tically the same words as those of Section 
125 of the 1938 Act. 

It is also required that if the profit and 
loss account or balance sheet is made up 
in other than Australian currency, the cur- 
rency in which they are made up must be 
stated: and if any conversion into Australian 
currency has been made, the basis of con- 
version into Australian currency must be 
stated. 

Section 136 (1) requires every company 
to keep its accounts and records in the 
English language, and in such manner that 
they may be conveniently and _ properly 
audited. 

It is no longer necessary to keep a copy 
of the annual accounts posted up at the 
registered office. 

The directors’ report to be attached to every 
balance sheet to be laid before the company 
in general meeting must include a positive 
statement as to whether or not the results 
of the company’s operations have in the 
opinion of the directors been materially 
affected by items of an abnormal character. 
A number of things are linked with the con- 
cept of “abnormal character” and these may 
be stated as follows— 

(i) Any change in accounting principles 

adopted since the last report. 

(ii) Any transfers to or from reserves or 
provisions. 

(iii) Any writing off of substantial amounts 
of bad debts. 

(iv) Any substantial increase or decrease 
in the value of trading stock owing to 
a change in the basis of valuation. 

(v) Any item of an unusual nature or value 
which appears in the accounts and the 
absence of any material item from the 
accounts if usually included. 

In the 1938 Act the words “items of an ab- 
normal character” also appeared as part of 
the information to be included in the direc- 
tors’ report, but no indication was given as 
to how the phrase should be interpreted. In 
the 1955 amendments the elaboration was 
given in very much the same words as are 
now carried through into the 1958 Act. 

At the beginning of this section on “Ac- 
counting” it was stated that very little addi- 
tion had been made to the accounts require- 
ments from the standpoint of disclosure. 
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Perhaps that was something of an under- 
statement. Changes have been made and 
some of them appear to be of little practical 
purpose. Others still leave some room for 
doubt as to the correct interpretation in 
practice. 

In conclusion the following observations 
are made. 

It was evidently not the intention of the 
legislation to push the doctrine of disclosure 
by legal direction, but rather to let matters 
follow the slower course of social conscience. 
There are many improvements which are 
overdue in published accounts. A profit and 
loss account disclosing turnover figures, proper 
expense groupings, or at any rate something 
which looks more like a profit and loss 
account rather than an appropriation account, 
would be an improvement. 

But the law moves slowly and perhaps 
surely. If every twenty years or so improve- 
ment in published accounts is effected by 
the compulsion of legal enactment there may 
come a time when a profit and loss account 
will really mean something. 

Not so much criticism could be directed 
against the balance sheet. Groupings have 
greatly improved during the present decade. 
Bases of valuation are not always quite 
clearly expressed. Some indication by way 
of footnote should be given regarding capital 
expenditure contemplated for the year ahead. 
Bonus share issues in the capital structure 
could with advantage be stated as a separate 
item. 

Depreciation policy cannot be gauged merely 
from a depreciation figure which relates only 
to the past year. 

Trend in figures cannot be assessed from 
the comparison which gives only last year 
and the previous year. 

In spite of the rather modest demands of 
the legislation the standard in published ac- 
counts continues to improve. Rigidity of 
presentation prescribed by legislation may not 
be the most desirable method by which to 
improve the standard but none would deny 
that the law in the form of Companies Acts 
has had and wili continue to have a very 
persuasive influence. 

As accountants it will be incumbent upon 
us to so carry out our responsibilities as to 
provide for the smoothest possible functioning 
of the Act. Perhaps the obligation upon 
auditors is even more specific. 

Company secretaries have many statutory 
duties to perform and an almost continuing 
relationship with the Department of the 
Registrar of Companies. This relationship 
can be a helpful one to both parties if the 
secretary is diligent in his work and timely 
with his lodgments. In any case, life can 
be happier in this way. Usually a thing done 
at the right time is less costly and more 
easily accomplished than when it is done out 
of time. 





Accounting — Its Implications for 
Governments’ 


By E. BRYAN SMYTH, Professor of Accountancy, 
The University of New South Wales. 


T is reasonable to assume that a 

constant effort is being exerted to 
improve the management and control of 
the wide-ranging activities of our State 
and Federal governments; that there is 
a need to do so and that this need is 
recognised. It might be said, of course, 
that what with ministerial pressures, 
treasury supervision, audit examination, 
Parliamentary review and public criti- 
cism, there is nowhere any relaxation of 
efforts to secure increased efficiency. 
This demand for improved performance 
is not related entirely or solely to a 
desire for efficiency for its own sake, 
but to the need to stretch an admittedly 
expanding volume of revenue over a 
more rapidly expanding range of services. 

Against this background of pressure 
to secure the maximum public benefit 
for any given level of expenditure is 
set the prime purpose cf this paper: to 
re-examine two elements of business 
management, accounting and control, in 
order to see whether at the present time, 
industry in its accounting practices has 
something more to offer government 
than government has so far absorbed or 
adapted to its own purposes. 


The line between government ac- 
counting and what may be _ termed 
“commercial accounting” is not so sharp 
as is generally supposed. There is, of 
course, a real distinction between them, 
and if one were required to state what 
it was it would obscure the nature of 
the problem to point merely to “cash” 
as against “accrual” accounting. It is 
to be found in a consideration of the 
typical ends of government accounting 
including the constitutional and legis- 


*An address given to members of the N.S.W. 
Public Service Administrative Staff Conference 
at the University of New South Wales on 
9 December, 1958. 
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lative framework for its concepts and 
conventions, and the social environment 
and human values which give rise to the 
special problems with which governments 
must be concerned. These ends and 
problems overlap or spill over into other 
associations, including local councils on 
the one hand and business on the other. 
It is only when some inter-relationship 
is perceived and the whole pattern 
examined that the special nature of the 
government accounting problem emerges. 


The Management Function 


Management has the responsibility of 
guiding and controlling an organisation 
and its primary function is concerned 
with the conduct of the affairs of the 
enterprise. The funds of the organisation, 
supplied by owners, are entrusted to 
management, which is thus placed in a 
fiduciary position. Management has the 
responsibility of employing these funds 
in such a way as to maximise their 
earning power, and at the same time 
preserving and safeguarding subscribers’ 
capital. 

Once the funds are deployed or 
invested as management considers best, 
the whole of the operaticns of the 
organisation become subject to the tests 
of the market place. In general, this 
means that any one management must 
produce goods or supply services at a 
price in competition with other manage- 
ments. The aggregate of these prices 
represents the gross income of the 
enterprise. Since the prospect of a con- 
tinuing subsidy is quite unrealistic, the 
enterprise must be able at all times to 
cover all of its expenses with a margin 
which we might term net income, net 
profit or merely “earnings”. There is 
no escape from the economic sanctions 
of the market place so far as business 
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enterprises in general are concerned, and 
these constitute the prime source of the 
pressures towards better performance and 
greater efficiency, giving force and 
direction to all managerial policies and 
plans. 


Management’s task may be sum- 
marised as (a) determining basic policies 
and objectives; and (b) creating and 
maintaining an organisation structure to 
carry out the plans to achieve these 
objectives; (c) directing and _  co- 
ordinating the various activities of the 
enterprise; and (d) checking actual 
performance against plans and taking 
remedial action where necessary. 


Effective action, however, is depen- 
dent upon the communication of relevant 
information as a basis for decision 
making. 


The Accounting Function 


Accounting and bookkeeping are often 
confused by the uninitiated who identify 
the whole with the part. Accounting is 
concerned with more than mere re- 
cording, and comprises the analysis, 
interpretation and reporting of ac- 
counting data. Broadly, it has two 
related but distinguishable purposes— 
(a) historical or factual recording of 
business transactions and the _inter- 
pretation of results—this may be termed 
the stewardship function; and (b) the 
provision of information useful to 
management in the formulation of 
enterprise policies, in the evaluation of 
current performance, and as a guide to 
the future—this purpose is directly 
related to the management function. 


Historical or financial accounting aims 
to provide information, particularly for 
owners and creditors. It is based on 
systemised records of past performances. 
Management accounting, on the other 
hand, aims to serve management at all 
levels. It is not limited to past results 
and much of the information it provides 
is not to be found in the formal ac- 
counting records—it is concerned with 
the present and the future rather than 
with the past. 
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Accounting is not an end in itself; it 
is essentially a service function, its 
primary aims being to assist management 
in determining its policies, in making its 
plans, and in_ controlling enterprise 
activities. 


The Management Planning Function 


The process of planning the overall 
activities of a business for a specific 
period of time is sometimes referred to 
as period planning or budgeting. This 
involves the co-ordination of separate 
plans or budgets prepared by various 
functional heads and supervisors in re- 
spect of their own areas of responsibility. 
It is essential that the various plans 
should be in harmony with each other 
and with the overall objectives set by top 
management. 


Planning may also involve decisions 
affecting a particular aspect of the busi- 
ness. For example, decisions may have 
to be made whether to use a new type 
of raw material, to enter a new market, 
or to borrow money by the issue of 
debentures, and so on. 


The management function consists 
largely of the constant exercise of choices 
from a series of alternatives, all of which 
have to be made within the framework 
of the overall enterprise plan. The ac- 
countant, by supplying factual in- 
formation, can materially aid management 
in evaluating these alternatives. 


The Management Control Function 


In large scale enterprises management 
is necessarily divorced from ownership, 
and it becomes necessary to have divisions 
and sub-divisions of management ac- 
counting service. The heads of depart- 
ments responsible for activities such as 
production, marketing, distribution and 
finance, require specialised information 
in such form that attention is focused on 
those areas where remedial action is 
necessary. 


One of the important functions of 
management is to ensure, as far as 
possible, that what is done conforms to 
enterprise policies and plans. Manage- 
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ment exercises this function by the process 
of control, or what is generally known as 
“Internal Control”. Control as a con- 
cept of scientific management is a process 
by which all the activities of an enterprise 
are planned and regulated, and by which 
the pressures necessary for efficiency are 
exercised and maintained. 

A system of internal control would 
include a plan of organisation providing 
for appropriate segregation of functional 
responsibilities, and a system of 
authorization and recording procedures 
adequate to provide reasonable ac- 
counting control over assets, liabilities, 
revenues and expenses. Control cannot 
exist unless there is a budget or standard 
against which actual performance is 
continually measured. Whilst control 
must be exercised by management all 
down the line, there must be a well 
designed accounting system to make the 
measurements between actual and plan- 
ned performance and to spotlight de- 
viations from the plan. 

In short, effective control involves the 
development of a co-ordinated plan of 
action for a period ahead, and the 
evaluation of actual or current results 
to reveal, and, if possible, lead to the 
correction of, erroneous decisions or 
unfavourable deviations from plan. 

Accounting information serves the 
control process in three ways; firstly, in 
informing all personnel of approved plans; 
secondly, in motivating personnel to act 
in ways most likely to advance the basic 
objectives of the enterprise; and thirdly, 
in providing management with the means 
of evaluating and appraising actual 
performance. 

Accounting control implies among 
other things the control of costs and 
expenses through the use of accounts— 
the guidance and regulation of business 
activity through the measurement of 
performance by means of accounting and 
statistical records and routine reports. 
An essential prerequisite to the control 
process is an accounting system which 
establishes accountability on a respon- 
sibility basis and which is so designed 
that control reports flow smoothly from 
it. 
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Design of an Accounting System 


If the accounting system is to be 
effective in assisting the management 
functions of planning and control, it must 
be capable of producing the required 
information in the most suitable form at 
the time it is needed. In considering its 
design, therefore, it is first of all necessary 
to determine the information required 
for the purposes of planning, controlling 
and co-ordinating the policies and ac- 
tivities of the enterprise; and secondly, 
the most effective methods of collecting, 
recording and presenting such in- 
formation. 


A preliminary investigation should be 
made, involving a survey of the objectives 
of the enterprise, its organisation and 
financial structure, the nature of current 
administrative practices in relation to the 
various functional departments, and the 
existing accounting, statistical and re- 
porting systems. 


Mapping out the desired features or 
framework of the accounting system 
involves consideration of the various 
source data, the books of original entry, 
the chart of accounts, and the design of 
the financial statements and routine 
control and information reports. Original 
forms, in the nature of source data, 
should be adapted to the needs of the 
particular business and be in harmony 
with the classification of ledger accounts, 
with the system in use (whether it be 
manual or machine, or both) and with 
office and staff facilities. Simplicity in 
design should be sought, as the accounting 
system should be capable of producing 
sufficient pertinent information and no 
more. 


A comparatively new management 
concept is what is known as a “respon- 
sibility centre”. This is a unit or segment 
of an enterprise, the head of which is 
given definite responsibility for the in- 
currence of costs. These centres extetc 
throughout an organisation from _ the 
managing director or general manager 
down to supervisors and foremen. For 
this reason ledger accounts should be 
classified in a systematic and logical 
manner, preferably according to respon- 
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sibility. Classification is a systematic 
arrangement of ledger accounts designed 
to show the relationship of transactions 
in proper perspective, and to provide a 
means of evaluating the efficiency of 
various responsibility centres. 


Throughout this paper emphasis has 
been placed on the importance, from the 
control angle, of delegation of authority 
and responsibility to personnel. It is an 
axiom of organisation that if a person is 
to fulfil a responsibility he must be given 
authority which is equal to the respon- 
sibility in every respect. Associated with 
the establishment of responsibility centres 
is “responsibility accounting”, which in- 
volves “tying the accounting control 
system in with the organisation and the 
responsibilities of department managers 
and supervisors. It is achieved when 
organisation units have been created in 
such a way that their costs may be col- 
lected and reported on to produce an 
evaluation of performance and intelligent 
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action towards improving performance”. 


If responsibility accounting is to work, 
the organisation structure must provide 
for well-defined areas of responsibility. 
Those to be held responsible for results 
should agree to, and participate in, the 
development of plans, budgets and 
standards affecting them. Furthermore, 
reports to responsible supervisors and 
functional heads should be confined only 
to costs and expenses controllable by 
them. 


The Budget as a Control Device 


The primary managerial tool for 
planning, co-ordinating and controlling 
enterprise activities is the budget, which 
is simply a detailed plan for a future 
period expressed in quantitative terms. 
In general, budgets deal with costs and 
revenues, and are expressed in monetary 
terms. Other budgets dealing with per- 
sonnel, units of production, etc., may be 
expressed in non-monetary terms. 


A system of budgeting to be effective, 
should be based on an organisation 


1. H. B. Ailman—“Basic Organisational Plan- 
ning to Tie in with Responsibility 
Accounting”, N.A.C.A. Bulletin, May, 
1950. 
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structure in which areas of responsibility 
and authority are clearly defined; it 
should also be associated with well 
designed accounting and reporting sys- 
tems orientated to these responsibilities. 


In addition, the budgeting system 
should be integrated with the planning 
and control processes and with the 
techniques and procedures appropriate 
to them. Definite responsibility should be 
assigned to specific personnel for pre- 
paring budgets and estimates in respect of 
the operating sections of the enterprise. 
Above all, there should be maximum 
staff co-operation and co-ordination of 
budget programmes if the system is to 
really work. 


Professor R. N. Anthony” has claimed 
that—‘“in a company that has a complete 
budgeting programme, one would expect 
to find two types of budgets, a ‘pro- 
gramme’ budget and a ‘responsibility’ 
budget. The former contains plans in 
terms of major programmes to be under- 
taken, whereas the latter sets out plans in 
terms of the people responsible for im- 
plementing them”. The 


responsibility 
budget is essentially a control device 
since it shows expected performance 
against which actual results are com- 
pared. 


Many successful companies find it 
necessary to prepare long-range budgets 
setting out major enterprise objectives 
for a period of, say, three to five years 
ahead. Such budgets provide a frame- 
work into which short-term budgets for 
a particular financial year may be fitted. 


The short-term budget covers a period 
usually of one year’s duration, and may 
include, for example, the following de- 
tailed budgets: sales, production, mate- 
rials and inventory, purchases, labour, 
manufacturing expense, marketing ex- 
pense, administration and finance ex- 
pense, capital expenditure, research and 
development expense, the cash budget 
and projected profit and loss account and 
balance sheet. A summary of all of 





2. Robert N. Anthony—“Management Ac- 
counting” (Irwin 1956) Ch. 16, page 326. 
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these plans is included in a “Master” 
budget, which also contains an assess- 
ment of the earnings required to meet 
taxation, dividends and transfers to 
reserves, in line with the desired rate of 
return on capital employed. 

Where appropriate, period or short- 
term budgets should be prepared on a 
responsibility basis. For example, the 
marketing expense budget should dis- 
tinguish the sales manager’s respon- 
sibilities from those of the warehouse 
manager. The responsibility budget sets 
out these plans in terms of the people 
responsible for carrying them out. 


Budgets may be fixed or flexible. In a 
fixed budget the standard of measurement 
is predetermined and remains unchanged 
irrespective of variations in production 
and sales volumes under actual con- 
ditions. Since actual volume during a 
period is likely to be different from 
budgeted volume, and since some costs 
vary significantly with volume, a budget 
is often prepared for each responsibility 
centre, showing the expected behaviour 
of costs at various volume levels. Such 


a budget is termed “flexible”. 


Budgets include detailed estimates 
relating to equipment, manpower, and 
materials necessary to accomplish planned 
objectives. It follows that there should 
be, therefore, some measures of the 
efficiency with which each section of the 
job is expected to be done. For this 
reason, it is usual in industry to set up 
standards of performance derived from 
scientific analyses of current operations. 
The development of these standards be- 
comes a natural by-product of the 
constant search for better and more 
economic ways of doing things. 

Most companies that use budgets 
prepare them annually. Even so, the 
budget is revised at more frequent in- 
tervals, monthly, quarterly or half-yearly, 
or in response to a change of a significant 
kind. Systematic revision at monthly in- 
tervals stimulates cost consciousness. 

Long-term planning for capital ex- 
penditure is particularly important. 
Justificafion for a particular investment 
involves consideration of the expected 
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utilisation of capacity over a relatively 
long period. This requires long-range 
forecasts of the demand for the product. 
Whilst long-term planning connotes con- 
stant revision, it gives perspective and 
provides a guide for the short-term plant 
and equipment budget prepared for a six 
or twelve months’ period. The purpose 
of budgeting capital expenditures is to 
determine the need for them, the time 
they should be made, and the availability 
of funds for their financing. 


It must be emphasised that the budget 
is a tool to be used by management, and 
it only becomes really effective through 
the co-operation of responsible personnel. 
The results obtained will depend on how 
the budget control device is used. For 
this reason the development and main- 
tenance of good human relations are of 
vital importance. All employees should 
be encouraged to understand the basic 
objectives of the enterprise. Those more 
directly engaged in the preparation of 
budgets should be made to feel that they 
are playing an active role in making the 
system werk. 


Cost Accounting and Cost Control 
Cost accounting is not really a different 

kind of accounting, but part of the 

general accounting system. Its main 
purposes are to explain results and show 
how they have been achieved, and to 
give management information relative to 
the expenses associated with functions, 
departments and services. It is essentially 

a control device aimed at increasing 

efficiency in cperations. A well designed 

cost accounting system provides inter 
alia for: 

(a) comparisons by divisions of opera- 
tions and periods of time, as against 
some budget or standard in order to 
evaluate operating efficiency; 

(b) the collection, recording and utili- 
sation of cost data for the purpose of 
cost control as an aid in decision 
making; 

(c) special cost studies in relation to the 
formulation of policies and plans 
oriented to profitable enterprise ac- 
tivities; and 
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(d) the presentation of timely and ac- 
curate financial statements and reports. 


A popular misconception is that the 
cost of a project or service can be 
measured with precision. The reason why 
this cannot always be done is that the 
total cost figure for a particular unit or 
project may include some elements (e.g. 
rent, rates and taxes) which are 
arbitrarily allocated or spread over all 
units or projects with which they have a 
common association. In other words, 
these costs cannot always be directly 
related to a particular function or 
responsibility centre. Whilst neither 
management nor the accountant can 
control all the costs involved in a project 
or department, management should, 
however, endeavour to control the actions 
of those responsible for incurring such 
costs. 


In the ideal control system, each 
responsibility centre would be charged 
only with those cost items for which its 
head is held responsible. In actual prac- 
tice, however, this cannot usually be 
achieved, since it is only in rare instances 
that one individual has complete control 
over all the factors which influence a 
particular cost element. The foreman in 
a factory has some degree of respon- 
sibility for the direct labour costs incurred 
in his section. His influence over these 
may be limited since he does not deter- 
mine wage rates or the amounts of Jabour 
required for a unit or product, but he 
does have a significant influence over the 
amount of costs incurred. He has con- 
trol over the speed and efficiency with 
which work is done, and may prevent or 
eliminate wasted time. It is for these 
reasons that management concentrates 
upon controlling the actions of those 
people who are responsible for incurring 
costs. 


Cost accounting has two aspects. One 
may be termed historical and the other 
predictive. Historical cost accounting, 
as the name applies, is designed to pro- 
vide detailed costs of functions, depart- 
ments and products recorded after the 
transactions have been completed. On 
the other hand, predictive cost accounting, 
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including standard cost accounting aims 
to predetermine costs in order to provide 
a standard or yardstick against which 
efficiences of, for example, material usage, 
labour and expense may be measured. 
It seeks to determine what products or 
jobs should cost under normal operating 
conditions and normal levels of output. 
Admittedly, it is difficult to define “nor- 
mal conditions”, a term which is not 
synomyous with “ideal conditions”, which 
can seldom be realised. 

Before installing a standard cost 
system, extensive preliminary investi- 
gations have to be made. For example, 
in the case of a manufacturing business, 
it would be necessary to determine how 
the product is to be made, what materials 
are to be used, and what time is required 
for each operation. When these things 
are determined, it would be possible to 
set standards, measure actual perfor- 
mance against them, and analyse any 
variances revealed. 


Some costs are more difficult to con- 
trol than others. Control of administra- 
tive costs, for example, depends on the 
judgment and decisions of management 


to a greater extent than those related to 
production and selling. If they are to be 
controlled, however, attention must be 
directed to the areas of personnel and 
procedures. Standards could be set, job 
classifications reviewed, and incentives 
offered with a view to reducing costs and 
increasing efficiency. 

Costs related to methods and pro- 
cedures may be reduced and controlled 
by the use of up-to-date machines and 
equipment, by a continuous review of 
records and reports to avoid duplication 
and to eliminate those which are no 
longer necessary, and by the introduction 
of a work simplification programme. 

It is possible to control administrative 
expenses by classfying each type of ex- 
pense and service function and by 
recording the actual performance of each 
service division. Budgets could be pre- 
pared for each type of expense and 
service division, and where appropriate 
unit standards and standard costs could 
be established. 
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The classification and recording of 
accomplishments by object of expenditure 
and service division is a method of 
securing a measure of control over these 
costs. Such a system is designed to in- 
form executives of the amount spent for 
each purpose and to enable comparisons 
to be made of costs by divisions and 
periods of time. If a complete record 
of the performance of each division is 
maintained and included in the reports of 
administrative costs furnished to manage- 
ment, it is possible for services to be 
evaluated and policies determined as to 
whether they should be curtailed, en- 
larged or maintained on the present scale. 


Administrative costs result from 
carrying out executive policies and plans, 
and it is the responsibility of top manage- 
ment to determine the amount that may 
be spent for each purpose by each 
department. The allotment of the 


appropriate amount for each purpose may 
be compared with the programme of 
authorising appropriations for, say, ad- 
vertising spread over television, news- 
papers, radio and direct mail in the 


sales division of a business. The allot- 
ments for each purpose and division 
should be made in advance and included 
in carefully prepared budgets in order 
that definite limitations and _ respon- 
sibilities may be determined for each 
departmental head. Budget appropria- 
tions should be detailed by object of 
expenditure and time period. Each month 
actual costs should not only be compared 
with budgeted costs, but should also be 
examined in relation to the benefit de- 
rived or service rendered. 


The nature of administrative activities 
precludes the preparation of adminis- 
trative cost standards to the same degree 
of precision that can be applied to 
production. However, standard units of 
measurement and standard costs may be 
established in relation to _ repetitive 
clerical work in the nature of filing, 
typing, billing and posting. This involves 
classifying the jobs which can _ be 
standardised, selecting an equitable unit 
of measurement of the work done, 
making a study of each operation, and 
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then determining a standard cost for 
each operation. Examples of admini- 
strative costs and standard units of 
measurement which may be applied to 
them are: 


Travelling: cost per mile, cost per day. 

Bookkeeping: cost per 100 ledger 
postings, or per audit sheet. 

Filing: cost per item filed. 

Statistics: cost per report. 

Typing: cost per letter or folio. 


Limitations of Government Accounting 


The pattern of government accounting 
is determined in general by constitutional 
and statutory requirements, and in detail 
by Parliamentary and Treasury procedure 
and regulations. What might be described 
as “commercial accounting” practice is 
applied to some government business 
undertakings and certain statutory bodies. 
All operations on the Consolidated 
Revenue Fund in the purely government 
sector are reported on the “cash-basis”. 


The powers and prerogatives of 
Parliament lie behind the raising of 
moneys by taxes and other means, and 
the definition of the purposes for which 
they shall be expended. Both the raising 
and spending of such moneys must be 
effected with the sanction of Parliament. 
For this reason the whole procedure 
from the consideration of the estimates 
and the enactment of the budget in the 
Appropriation Act, to the Public Ac- 
counts and the Auditor-General’s report 
must be subject to Parliamentary control. 


The effectiveness of this control is 
made clear when the system of Fund 
accounting which emerges from. this 
legal framework is examined. Its prin- 
cipal characteristic lies in the separation 
of transactions according to the source 
of the funds applied to them—in other 
words, according to whether these items 
affect the Consolidated Revenue Fund, 
General Loan Account, or Special De- 
posit Accounts. 

A Parliamentary appropriation is a 
provision against possible need, an 
authority but not a direction to spend. 
Criticism of departmental estimates or 
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a desire to avoid such criticism may, 
however, tend to blur this distinction, 
so that the emphasis shifts in fact away 
from the need or justification and to- 
wards unnecessary spending. This is 
most likely to occur in those areas of 
government activity where standards of 
performance either have not been 
established, or present special difficulties 
of assessment or computation. Although 
in general terms expenditure is, in fact, 
accounted for on a broadly functional 
basis similar in principle to the respon- 
sibility accounting of commerce, inter- 
gration, cumulation and comparison do 
not occur, and for this reason a sub- 
stantial measure of control is lost. 


In the purely government sector the 
year is adopted as the accounting period, 
whether or not more frequent review is 
desirable. The difference between re- 
ceipts and payments is taken as the 
substantial measure of efficient ad- 
ministration even though such a result 
represents merely a cash surplus cor 
deficit. When all reference to uncollected 
revenues and to undischarged commit- 
ments and liabilities is omitted from the 
financial statements, the Public Accounts 
are of no use as a basis for cost 
comparisons or for the appraisal of 
efficiency, not only by reason of the 
defect, mentioned, but also because of 
the failure in government to integrate, 
cumulate and compare. 


There are other defects in the method 
of presentation of government accounts, 
both in the continued use of outdated 
and misleading terms, and in_ the 
classification of accounts on the “fund” 
basis. The confusing variety of forms 
used and the methods of presentation 
also contribute to the difficulty of 
analysing and interpreting the financial 
statements. This applies not only as 
between the States but also as between 
agencies or public undertakings operating 
within the State. 

Then there is the failure to integrate 
all the accounts—some are prepared on 


a “cash” basis, some on an “accrual” 
basis; some are incorporated in the 
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budget papers and some are not. Cash 
basis accounting cannot show the results 
of operations beyond the resulting cash 
surplus or deficit; nor does it reveal the 
aggregate expenditures made on fixed 
assets to date and the provisions, if any, 
being made for the amortisation of such 
assets. 


Whether depreciation is accounted for 
at all in public accounts, and if so, how 
and to what extent, seems to depend on 
the ease or difficulty with which depre- 
ciation charges can be recovered from 
users of public services. On the other 
hand, in the accounts of companies 
depreciation is regarded as a proper 
charge to be matched against the 
revenues of each accounting period, and 
if it is omitted from the published 
accounts, this fact must be stated in the 
directors’ report. 


The perpetuation of the distinction 
between transactions on the Consolidated 
Revenue Fund and the General Loan 
Fund lies at the root of many of these 
difficulties, and whilst there may be a 
need for some such distinction for some 
purposes, the much more informative 
distinction between current (revenue) 
and capital transactions has far more to 
recommend it. 


Another problem is found in the 
overlapping or unnecessary splitting of 
groups of transactions where cash out- 
lays are made from more than one 
source or from more than one depart- 
mental vote. This cross-division between 
functions and departments, and between 
expenditures authorised by a special act 
and those by the annual Appropriation 
Act is quite incompatible with efficient 
control. 


By contrast, in industry a business 
enterprise could not possibly conduct its 
affairs in this fashion and still survive. 
As mentioned previously, business is 
subject to the impersonal forces of the 
market place which are not only salutary 
in effect, but are virtually inescapable. 
The constraining influence of treasury 
supervision, parliamentary review, and 
public criticism are mild by comparison. 
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Desirable Improvements in Government 
Accounting 


Improvements in government ac- 
counting methods should be directed 
towards management needs in planning, 
co-ordinating and controlling the areas 
of activity for which responsibility has 
been delegated. The present system of 
financial estimating under which the 
annual departmental appropriations are 
not known until early August and not 
confirmed by Parliament until later, is 
not conducive to effective financial 
programming. 


The attention of management at all 
levels should be focused on all resources 
applied to a particular project, rather 
than on those obtained from current 
cash appropriations. Management should 
know the total cost of a programme and 
not merely how much money has been 
spent on it during the financial year. 
The accrual system of accounting re- 
quires recognition in the accounts not 
merely of revenue actually received and 
expenses paid, but of all revenue earned, 
and all costs consumed in earning such 
revenue during a particular accounting 
period. This is in accordance with the 
accounting concept of “matching costs 
and revenues”. 


The adoption of accrual accounting 
by governments is desirable, particularly 
in relation to government business 
undertakings. It is recognised, however, 
that in some purely servicing departments 
which are non-revenue producing, the 
conversion of the accounts to an “ac- 
crual” basis may not be practicable. It 
is only when uncollected revenues and 
accrued expenses are significant that 
such a conversion is recommended. 
Accrual accounting would not of itself 
achieve economies in administration or 
result in more efficient management. 
The desire to be more efficient must be 
linked with cost consciousness and with 
the development of the appropriate 
skills in using accounting information. 


If proper control is to be exercised 
over government financial activities, 
systems of performance budgeting and 
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budgetary control should be introduced. 
Budgets prepared would represent pre- 
determined plans of performance and 
not merely cash appropriations as at 
present. By this means, detailed in- 
formation would be obtained regarding 
the estimated cost of particular projects 
and programmes and actual performance 
could be measured regularly against the 
yardstick of the Budget. The introduction 
of performance budgeting would enable 
administrators to place responsibility on 
personnel all along the line, and when 
used in conjunction with well designed 
accounting and reporting systems would 
give that control which is essential to 
managerial efficiency. 


In any scheme or plan to judge the 
efficiency of government administration, 
cost accounting is virtually indispensable. 
Comparisons based on generalities may 
prove not only misleading, but even 
wrong. Cost accounting is useful in 
determining and promoting efficiency, 
and may be applied to personnel, 
equipment and to departmental per- 
formance. 


Historical cost accounting may be used 
to ascertain costs as a basis for charges 
to users of government commodities and 
services (e.g. public utilities, hospitals), 
and in identifying and collecting all 
applicable costs of public improvements 
constructed as a means of determining 
the amount to be capitalised. Pre- 
dictive cost accounting may be used in 
the preparation of budgets for those 
governmental functions and _ activities 
which can be reduced to measurable 
units. The most reliable budgets are 
those based on work programmes com 
bined with unit costs of jobs to bk 
carried out. 


It is interesting to note that in 1952 
the United Nations Department of 
Economic Affairs published a_ report 
on government accounting and budget 
execution. This report, inter alia, dis 
cussed the improvement of accounting 
systems as an aid to managerial control. 
“Inefficiency in government accounting 
frequently stems directly from an i 
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stitutional arrangement that sanctions 
repetitive accounting as a substitute for 
an adequate system to ensure account- 
ability. Again, the inefficiencies of re- 
petitive accounting can be eliminated by 
the delegation of financial responsibility 
and the development of a pattern of 
internal financial control to assure that 
the responsibility will be maintained” .® 


If governments in this country are to 
follow the recommendations suggested in 
this report, the following changes would 
appear to be necessary: 


(i) the principle of separation of 
revenue and loan funds should be 
discarded and replaced by a classifi- 
cation of receipts and expenditures on 
a capital and revenue basis; 


(ii) the whole body of central govern- 
ment accounts, including those of 
public undertakings should be properly 
integrated, so as to portray a more 
realistic picture of the overall activities 
of the department or government to 
which the undertaking is related; 

(iii) classification of items in_ all 
government accounts and financial 
statements should be made from the 
standpoints of administrative and 
legislative control and social ac- 
counting; and 

(iv) a consistent and logical basis of 
accounting for depreciation of fixed 
assets should be adopted. 


The absence of uniformity in the 
accounting methods of government un- 
dertakings makes it difficult to compare 
performance with that of similar instru- 
mentalities in other States. There is thus 
a gocd case for the adoption by our 
governments of uniform systems of ac- 
counting and reporting. This would not 
only facilitate analysis and interpretation 
of results, but also help in the provision 
of data for social accounting purposes. 


Governments constitute the largest of 
all businesses in the nation and thus 
the accounting function in government 





3. “Government Accounting and Budget Ex- 
ecution”, United States Department of 
Economic Affairs, N.Y. 1952, p. 21. 
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is of major importance. For this reason 
there should be scope for the best 
accounting brains at the top level of 
the public service, and recognition must 
be given to the importance of developing 
accounting skills and to the utilisation 
of modern techniques, including elec- 
tronic data processing. With competent 
accounting personnel operating an ac- 
counting system designed to facilitate 
managerial control, it should be possible 
to increase efficiency and effect econo- 
mies in government administration. 


Conclusion 

This paper has reviewed in broad 
outline tue managerial planning and 
control functions, the accounting function 
and the related control devices of per- 
formance, budgeting and cost accounting. 
with particular emphasis upon functions, 
delegation of authority and responsibility, 
and the use of standards. 


Standards may be used in admini- 
stration as industry uses them in pro- 
duction and distribution. Although 
their application to administrative costs 
may be difficult in this, government faces 
a challenge. Industry also faced the 
challenge to become more efficient or 
perish in the competitive race, and 
although governments may not be ex- 
posed to pressures of the same kind, 
their response should not be less 
vigorous because of that fact. 


The central feature of standards as 
used in accounting lies in the discovery 
of the causes and reasons for deviations. 
Whether or not any particular aspect of 
standard costs is applied to administra- 
tion, the unalterable fact remains that 
control consists essentially in taking steps 
to eliminate undesirable departures and 
deviations from the planned course. 
Variations from a current standard may 
be regarded as an indication either of 
waste or of potential savings. The 
attractiveness of standards lies in their 
forward-looking emphasis upon what 
should be; they are an incentive to 
better performance. 





As far as government administration 
is concerned, any ideas put forward in 
this paper, and any suggestions made, 
are offered in a spirit of constructive 
co-operation, in the belief that serious 
consideration of the material presented, 
followed by proper implementation, of 
so much of it as is found to be possible 
or practicable, will so much to 
strengthen efficiency of government ad- 
ministration. 


It should not be thought that the 
author is unmindful or unaware of the 
many difficulties which government ad- 
ministrators face in introducing reforms, 
but industry has also faced them. Nor 
is he unaware of the legislative con- 
straints which, for the present, may 
operate to remove any question of a 
free choice between, say, cash ac- 
counting and accrual accounting. But 
these things are not immutable; change 
is possible. 


“The improvement cf systems of 


government accounting must be based 
on a recognition of the multiple purposes 


to be served by the accounts—the needs 


of the central executive authority, of the 
treasury, of the legislature, of the 
auditing court, of agency administrators. 
Improvements must be directed towards 
the system itself, its procedures and 
documentation, and towards the level of 
accounting skills available to govern- 
ments. The latter requires investigation 
of a number of possibilities for the 
expansion of training facilities for 
government accountants, both inside and 
outside the government.” 


The author would not wish to convey 
the impression, which would be false in 
any event, that all of industry is 
efficient and all of government the 
reverse. He is only too well aware that 
some departments of government are well 
informed on these matters, and that their 
level of performance is better than 
comparable units in some _ industries. 
The fact remains, however, that just as 
industry must strive constantly to 
improve, so too must government. There 
is ample scope in both areas. 





4. Ibid. p. 23. 





AUSTRALIAN SOCIETY OF ACCOUNTANTS 
VACANCY FOR EXAMINER 


Applications are invited for appoint- 
ment as a further Examiner in the sub- 
ject of Auditing and Business Investiga- 
tions of the syllabus of the Society, 
commencing with the October, 1959 
examinations. 

The duties of the examiner will in- 
clude the setting of one question paper 
for each half-yearly examination, and 
the marking of answers submitted by 
candidates in all States. 


The remuneration will be in accord- 





ance with a scale of fees determined by 
the General Council. 


Further particulars of duties and the 
scale of fees will be supplied by any 
State Registrar, upon receipt of a re- 
quest in writing. 


Applications, containing full particu- 
lars of qualifications and experience, 
must be lodged with the General Regis- 
trar of the Society, 37 Queen Street, 
Melbourne, C.1, not later than 31 
May, 1959. 
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Capital Erosion 


S a matter for discussion among 

economists the subject of capital 
erosion gains in popularity daily—if not 
hourly. Many are the reasons given for 
this threat to economic equilibrium; many 
and diverse are the remedies propounded 
in order to arrest its spread. But while 
economists are undecided as to the most 
satisfactory means of restoring balance, 
they have no hesitation in naming the 
bemused accountant as the party re- 
sponsible for this unhappy situation: the 
identity of the guilty party, it would 
seem, goes without saying in every 
economist’s preamble. 


Typical of the unctuous relish with 
which economists charge, try and judge 
accountants in the case they make 
against them, is found in the following 
extract from the book Inflation and 
Company Finance by Professor R. L. 
Mathews and Mr. John McB. Grant: 


“In the past many accountants, be- 
mused by the mathematical precision 
of double-entry book-keeping tech- 
niques evolved by mediaeval Italian 
merchants, considered it unnecessary 
to look behind the facade of figures 
in order to study the underlying as- 
sumptions of accounting. In the post- 
war period . . . spurred on by their 
first cousins the economists, account- 
ants have been examining the basic 
concepts...” (p. 1). 


Encouraged by these observations, and 
overcoming my surprise at the failure of 
economists so far to produce a panacea 
acceptable to all members of their faculty 
(this despite the long lapse of time since 
the original announcement of capital 
erosion was so breathlessly made) I 
tead further, bent upon reconciling the 
authors’ recommendations with account- 
ancy concepts as I knew them. I found 
that accountants are attacked from a 
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number of angles but chiefly because of 
their unenlightened approach with re- 
spect to the calculation of profits, the 
gravamen of the charge revolving round 
improper valuations placed upon stock 
in trade, and the depreciation of fixed 
assets during those periods in history 
when the black banner of inflation 
menaces our economic equilibrium on 
all fronts. 


The following worked examples are 
used to demonstrate the substance of 
the authors’ recommendations. Briefly, 
it can be said that a firm holding, say, 
1,000 items at the close of a year, pur- 
chased at a cost of £100 each would, 
using conventional procedures, debit the 
trading account of the following period 
with £100,000—being stocks at start. 
And if, at the close of that following 
year, it holds 1,000 similar items pur- 
chased at the increased figure of £104,000 
(due to inflation) it would, of course, 
credit trading account with £104,000. It 
is argued by Messrs. Mathews and Grant 
that (a) because the opening 1,000 items 
are debited at £100,000 and (b) because 
a similar 1,000 items are credited at 
£104,000 at the close then, ipso facto, 
profits are overstated by £4,000 and 
that capital has eroded to this extent. 


Example 1 

The following figures are extracted 
from a firm’s books during a period of 
inflation: 
£100,000 
£410,000 
£507,500 
£104,000 


Stock at start (1,000 units) 
Purchases (4,000 units) 
Sales (4,000 units) 

Stock at end (1,000 units) 


Only one class of merchandise is dealt 
with and 25% is added to cost as gross 
profit. 




















Solution I closing stocks, all valued at current prices of asst 
Units (a) (b) the period. Since purchases and closing stocks eon 
Stock at. start 1,000 100,000 104,000 are automatically valued at prices of the 3 
Purchases 4,000 410,000 410,000 current period, it is only necessary to determine all- 
the current cost of opening stocks. Current are 

5,000 510,000 514,000 cost for this purpose it taken to be the recorded 
Less stock at end 1,000 104,000 104,000 cost price of stocks most recently acquired. ( 
Opening stocks are thus revalued in the same ano 
Cost of goods sold 4,000 406,000 410,000 prices as closing stocks and the appreciation an 
Gross profit 101,500 97,500 of stock values resulting from the inflationary fi 
rise in prices is recorded as a cost and excluded = 
Sales 4,000 507,500 507,500 from current income. The difference between the 
. : ‘ . accounting cost of goods sold and current cost ten 
Solution (a) as in conventional method. of goods sold is thus measured by the difference wha 
Solution (b) as in current income method. between (a) opening stocks valued at original pes 

prices and (b) opening stocks valued at current 
Example II prices, i.e., the same prices used to value the 
Use the same facts as in Example I _ losing stocks”. (p. 14). cern 
and assume that the firm purchases and Conventional accounting profit is also - 
sells 1,000 units per quarter and, taking = sybject to a downward adjustment in -_ 
opening stocks as a base, assume that respect of increased depreciation charges ss 
money values decline 1% on the base attributable to fixed assets: os 
is 
figure each quarter. Show quarterly “.... depreciation may be defined as the a 
results. current cost of using fixed assets in producing | 
revenue during the period. The current cost each 
Solution II ing 
Quarter (1) (2) (3) (4) | Total a 
Stock at start 100,000 101,000 102,000 103,000 100,000 appr 
Purchases 101,000 102,000 103,000 104,000 410,000 = 
—— read 





510,000 
104,000 A 


100,000 101,000 102,000 103,000 406,000 the | 
25,000 25,250 25,500 25,750 || 101,500 are 
inns is U 
Sales 125,000 126,250 127,500 128,750 || 507,500 after 
sheet 
(b) Quarterly sales and cost of sales can perio 
readily be matched. isa ¢ 
(c) The fundamental relationship between hes, 
stocks at end and purchases is made ap- asset 
parent in each quarter. show: 
(d) Total account as in Solution I (a). appe: 


whick 


may be estimated by reference to the current other 
replacement value of the asset”. (p. 10). fixed 


205,000 
103,000 


207,000 
104,000 


201,000 
101,000 


203,000 
102,000 



































Less stock at end 








Cost of goods sold 
Gross profit 














Notes: 

(a) It is assumed that the firm sells the 
whole of its stocks brought forward 
during each quarter and that they are 
replaced at the end. 





It will be observed that stocks at 
start have been brought to account at 
an increased figure in Solution I (b) by 


. ; ‘ The inventors of this remarkable anti- Co 
comparison with I (a) the reason given 


erosive do not spend much time in re- lator 


by Messrs. Mathews and Grant being conciling the fact that stocks (willl is req 
that profits should be measured by a Bi - : every 
yardstick termed the “Current Income” are rapidly converted into cash) et. impac 
method which, according to the defini- be afforded the same treatment in pra: upon 
tion given, with relation to cost of goods “ile as those assets which are held for quite 
sold, means: F use and which are carried forward from being 

“Current cost of goods sold may be year to year (ie. fixed assets) other or thi 


defined as opening stocks plus purchases minus than to say that stocks are physical every 
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assets. This simple fact seems to be 
regarded as sufficient to over-ride the 
all-important purpose for which stocks 
are held. 


Comparing one balance sheet with 
another, it will be found that there is 
an item of stock in each, but whereas 
a fixed asset, such as a lathe, is exactly 
the same item which may appear for 
ten or twenty years (depreciated some- 
what, of course), the items comprising 
stocks are not. To be more descriptive 
the first balance sheet of a trading con- 
cern could read “Stocks on hand” and 
each subsequent one “Replacement 
Stocks” insofar as similar goods are 
concerned. Messrs. Mathews and Grant, 
however, apparently satisfied that the 
physical nature of stocks justifies their 
being treated as an item carried forward 
each year, and basing their after-reason- 
ing upon this point, proceed to correct 
conventional accounting practice by the 
application of “Current Income” 
methods. These methods will not find 
ready acceptance. 


As already noted, stocks are held for 
the purpose of conversion to cash (as 
are all current assets) a purpose which 
is usually achieved a month or two 
after their first appearance in the balance 
sheet: several times during a trading 
period they are replaced (although this 
isa gradual process). Items in the fixed 
asset group, on the other hand may be 
shown many times following their first 
appearance. But these are not assets 
which are replaced in each trading period 
otherwise they would not be ranked as 
fixed assets. 


_ Consequently, while the impact of in- 
lation upon a fixed asset is deferred and 
8 required to be met, say, only once in 
‘very ten years (when, no doubt, the 
mpact can be a heavy one) its effect 
pon stocks purchased for re-sale is in 


quite a different category. Stocks are 
ting replaced usually once every two 
o# three months (they may be replaced 
‘ery two to three weeks) and while 
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the problem presented in the case of 
fixed assets can be a serious one, as 
noted, ordinary accounting processes 
adequately counter the effects of infla- 
tion upon stocks month by month: 
stocks purchased and brought in during 
the first month of trading period are 
stated at money values prevailing at 
that time. They are paid for a month 
or so later and sold (at cost plus the 
usual percentage) at similar money 
values. At most, inflationary or defla- 
tionary effects cannot build up for more 
than a few weeks; they cannot accumu- 
late for an unlimited period as apparently 
envisaged by supporters of the current 
income theory. 


In this theory, stock at start is treated 
as an element of cost (which it truly 
is) and stock at end as an item of in- 
come (which it certainly is not). Assum- 
ing that stock at end is valued at cost 
(as we must) the credit therefore in the 
trading account merely represents a de- 
duction from costs already entered on 
the debit side: it cancels out against 
a charge already made and can be re- 
garded as an item written back. Example 
II illustrates this clearly although it need 
hardly be said that the fundamental re- 
lationship between the credit for stocks 
at end and purchases is not as obvious 
in all trading accounts. The implied 
purpose of this entry has, as one effect, 
the elimination of an item of apparent 
income; it has, as another, the setting 
up of a deferred purchases item (stock) 
for balance sheet purposes. What is 
more, earnings from the sale of goods 
brought forward at the start are, in 
turn, re-converted to stock at values pre- 
vailing early in the year. In Example II 
it will be seen that money values have 
declined only 1% (amounting to £1,000) 
in the first quarter. Current income 
methcds would have us increase the 
cost of stocks brought forward by £4,000 
to £104,000 in all, even though the same 
physical quantity of stocks has actually 
been replaced for £101,000. It is as 
though we are asked to believe that 
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stocks brought forward are to be matched 
against income received in the closing 
days of a period, or that income re- 
ceived at the end has a money value 
or purchasing power equal to that of 
income received at the start. If it is 
proper to apply closing money values 
to costs at the start of a year, it must 
also be proper to apply them to income 
received and spent at the same time; costs 
and income should be matched on similar 
bases. 


Reference to Example II illustrates 
the points being made. Stock at start 
represents an element of cost which is 
matched against income of the quarter 
in which it was paid for and sold; costs 
and income are both stated at similar 
money values. Stock at end purchased 
during the final quarter is eliminated 
from both sides—that is, from costs and 
from income. In the extract from page 
14 shown above, the authors admit that 
purchases and closing stocks are quoted 
at prices for the period and if, there- 
fore, the value of stock at end is en- 
tirely eliminated from both sides of the 
trading account for a given year—if it 
is deducted at prices carefully related 
to their own purchase cost which means 
at prices for the period—how can the 
procedure have the effect of over-stating 
profits? 


In short, justification of the theories 
enunciated by Messrs. Mathews and 
Grant hinges upon the nature of the 
final credit in the trading account for 
stocks on hand. Is it to be viewed 


(a) as an item of income? or 


(b) is it an elimination of a debit (or 
cost) already charged? 


It cannot be regarded as an item of 
income even by the most fanciful stretch 
of imagination; it must be looked upon 
as a balance day entry having, for its 
object, a downward adjustment of the 
ledger total for purchases in order to 
produce a correct figure for cost of 
goods sold. The credit is made on a 
basis of cost (or current prices) and 


280 


cancels out against a debit in respect of 
the same item which is also made at 
cost (or current prices); it is neither 
cost nor income. Consequently, if the 
item is neither cost nor income in a 
given trading account, how can one re- 
late it to an item which is part of that 
account and blandly infer that it has the 
effect of overstating profits? The unholy 
union between stocks at start and end, 
alleged by the authors in support of 
their theory, does not, in fact, exist. 


In the mechanics of the theory of 
current income it is recommended that 
revaluation reserves be established to 
counter the effects of falling stock values 
in times of deflation. Compared with 
conditions at the turn of the century 
it can be said that costs have since 
multiplied themselves by anything up to 
ten times. Does this not mean that a 
company holding stocks of, say, £50,000 
in the year 1900 would now have set 

up a_ stock replacement reserve of 
£450,000 if holding the same physical 
quantity of stocks? And this, even 
though the volume of its business had 
not expanded? If it is safe to say 
that costs and prices will never retum 
to those of 1900 (and I think it is) 
is it not apparent that this provision wil 
never be eliminated? If so, can it not 
be charged that the current income 
method is nothing more than a means 
of establishing secret reserves, a practice 
which the authors so roundly condemn? 


Outlining the advantages of the cur- 
rent income theory in order to meet 
the threat of capital erosion via the fixed 
assets avenue, the authors are outspoken 
in their condemnation of certain business 
procedures such as the creation of secret 
reserves and those which may be implied 
from what is termed the doctrine of 
conservatism. This latter doctrine, it 
is said (and no doubt truly said) is 
employed to cope with inflationary pres- 
sures apparent in our economy especially 
since the war. By accepting current it- 
come methods and providing for fluctua- 
tions in the value of money (i.e. by 
establishing replacement reserves 1 
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counter such fluctuations) the creeping 
paralysis of capital erosion (so runs the 
argument) can be halted and (it is 
presumed) the doctrine of conservatism 
jettisoned once and for all. 


None would suggest that fluctuations 
in money values are a negligible factor; 
few, if any, would deny that steps to 
deal with this matter should be taken. 
But very few will accept the implication 
that the current income method cancels 
out the accountant’s time-honoured re- 
sort to conservatism; there are many 
other substantial contingencies which re- 
quire attention quite apart from difficul- 
ties arising from fluctuations in the value 
of money: 


(a) The annual charge in respect of 
depreciation of fixed assets (aside from 
the effects of inflation) is a hazardous 
guess varying profits up or down with 
the accuracy of the estimate originally 
made of an asset’s life: this estimate may 
be over-generous or it may be ultra- 
conservative; in each case the effect is 
to swing profits disclosed away from 
the actual. 


_(b) As a result of obsolescence, an 
item of plant, expected to be employed 
for ten years is scrapped within two 
years. 


(c) Changes in fashion or the super- 
seding of products for which plant was 
designed has the same effect as obso- 
lescence. 


(d) Wholly unexpected contingencies 
May arise such as changes in a govern- 
ment’s fiscal policy, losses by way of 
ations at law, losses by way of bad 
debts and a number of others which 
would include: 


(e) Losses due to fluctuations in the 
value of money. 


Thus, stating the above as a mathe- 
matical formula, it could be said that 
he annual provision required to be 
made with respect to unknown factors 
would be: 
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a+b+ce+H+d+e:= x (the 
unknown quantity). 


Employing current income methods 
and assuming that (e) is computed at 
£50,000—it will be seen that: 


a+b+c+d=>x — £50,000. 


From this the annual provision re- 
quired to meet unknown contingencies 
(a) to (d) becomes readily available: 
simply solve the equation: 

x — £50,000 — An unknown quan- 

tity. 
which brings us back to where we were 
before we went anywhere. Until some- 
thing more helpful than this is produced, 
it seems that we must still resort to 
the doctrine of conservatism. 


With regard to the employment of 
replacement reserves we read (p. 20) 
that suitable revaluation reserve accounts 
will be set up in the books and that 
these should be drawn upon if prices 
should subsequently fall. We are told 
that: 

“In this case current income will exceed 
accounting profit by the net negative amount 
of the stock appreciation and depreciation 
adjustments. In effect, the revaluation reserves 
created during inflation then become available 
for distribution.” 


To apply this to a stated case, assume 
that an item of fixed assets was pur- 
chased for £100,000 in 1938 and, due 
to fluctuations in the value of money, 
it cost £200,000 to replace when 
scrapped in 1948. 


In this event conventional procedures 
would have established a provision for 
depreciation account £100,000 by 1948 
and (applying a formula given with rela- 
tion to fixed assets) a revaluation re- 
serve account of approximately £55,000 
would also appear. At this point the 
old asset would be replaced at a cost 
of £200,000 and, assuming a continua- 
tion of inflationary pressures and a re- 
placement cost of, say, £400,000 in 
1958, a further £110,000 would have 
been added to replacement reserve which 
would then stand at £165,000. But 
how long does this process persist? Is 


281 





the reserve maintained or built up until 
values return to those of 1938? And 
approximately how long will traders be 
expected to wait for this to happen? 


These points are left unanswered, the 
only hint given as to the employment of 
replacement reserves being, as noted 
above, in the reference to “net negative 
depreciation” the precise meaning of 
which eludes me. (The world is in- 
debted to economists for a number of 
picturesque additions to English litera- 
ture: over a period I have read of “Nega- 
tive Profit”, “Negative Assets”, “Nega- 
tive Goodwill”, “the downturn in the up- 
turn” and a number of others). How- 
ever, I gather that “negative deprecia- 
tion” occurs during deflation while de- 
preciation (positive) arises during in- 
flation from which it may be taken that 
“negative depreciation” means either “de- 


preciaion in appreciation” or “apprecia- 
tion in depreciation”. 


Money values have been declining ever 
since money replaced the barter system 
and I have no doubt that they will con- 
tinue to do so despite an occasional, 
slight upturn in the downturn. And, if 
this is a reasonable assumption, it is 
also reasonable to assume that the “te- 
placement reserves” so glibly recom- 
mended as a necessary adjunct to cur- 
rent income methods will, sooner or later, 
become known for what they actually 
are, namely, secret reserves—those re- 
serves which, elsewhere in the book, 
are criticised in a manner which leave 
no doubt that their creation is regarded 
as one of the most serious in the long 
catalogue of error ascribed to bemused 
accountants, obsessed by mediaeval ideas 
and methods. 





RECENT LEGAL DECISIONS 


Discussed by L. C. VOUMARD, B.aA., LLB 


More Oppressive Conduct 


In December last, this column 
noted the House of Lords’ decision 
in Scottish Co-operative Wholesale 
Society Ltd. v. Meyer (1958) 3 
All E.R. 66, a case dealing with 
the right of an oppressed minority 
of shareholders in a company to 
obtain some relief other than a 
winding up order on the “just and 
equitable” ground. 


This right is conferred by Section 210 
of the Companies Act 1948 (Eng.), 
which section has its counterpart in Sec- 
tion 94 of the Companies Act 1958 
(Vic.). To avoid the need to repro- 
duce the section here, it is suggested 
that those interested might refer to the 
December 1958 issue of this journal, 
in which the section is set out. 


The Court of Appeal has recently 
had occasion to deal with another appli- 
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cation under that provision, and the pro- 
ceedings are reported in Re H. R. Harmer 
Ltd. (1958) 3 All E.R. 689. Briefly, 
the company concerned was a family 
company, and the father of the family 
held shares which assured to him a pre 
ponderance of the voting power in the 
company. His two sons, on the other 
hand, held shares which gave them the 
bulk of the profits earned by the com- 
pany. All three, father and sons, were 
permanent directors, the father being 
governing director. He was also chait- 
man of the board of directors, with 4 
casting vote at board meetings. 


But old habits die hard, and, to 3 
large degree, the father continued 1 
exercise the same autocratic control ove! 
the company as he had done over the 
business which he had conducted with 
his sons for many years before it had 
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been acquired by the company. He 
considered that he was entitled to dis- 
regard resolutions of the board so long 
as he held the voting control, and de- 
spite objections from his sons, he assumed 
and exercised considerable powers over 
the regulation of the company’s affairs, 
dismissing senior staff, appointing as 
directors people who might be less criti- 
cal of his actions than were his sons, 
committing the company to courses of 
action not to the liking of his sons, 
either in their capacity of directors or 
in their capacity of shareholders who 
held shares entitling them to the lion’s 
share of such profits as were distributed 
as dividend. 


In all these unfortunate circumstances, 
it was conceded that it was “just and 
equitable” that the company be wound 
up. This opened the way for the court 
to make an order granting relief under 
Section 210 provided it was satisfied that 
the affairs of the company were being 
conducted in a manner oppressive to 
some part of the shareholders. Despite 
several ingenious arguments advanced on 
behalf of the father, the fact that he 
assumed powers which he did not pos- 
sess, and, what was worse, exercised 
them against the wishes of shareholders 
who, although they had only a minority 
vote, held the major beneficial interest 
in the company, was held prima facie 
to constitute “oppression”. As a result 
the Court of Appeal dismissed the father’s 
appeal against the decision of the court 
below which was in favour of the sons, 
who had petitioned for relief under the 
section. 


It would seem, therefore, that if one 
member of a board of directors habit- 
ually brow-beats and over-rides or by- 
passes the board as a whole, doing so 
in reliance on the superior voting power 
which he can exercise should the ques- 
tion be raised at a general meeting, it 
can be said that the proprietary interests 
of the minority shareholders are being 
afiected, and a case of “oppression” can 
be made out. 
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Hirer’s Initial Payment Not Recoverable 


Kelly v. Lombard Banking Ltd. 
(1958) 3 All E.R. 713 is a case 
which is likely to arouse some sym- 
pathy for an unfortunate hirer under 
a hire purchase agreement when 
there is, apparently, no special legis- 
lation such as exists in some Aus- 
tralian States to confer special rights 
on him when the hiring is deter- 
mined by repossession. 


Under a hire purchase agreement, the 
hirer agreed to pay an “initial payment” 
of £186 odd, in consideration of the 
option to purchase contained in the 
agreement—quite a common provision. 
Credit for that payment was expressed 
to be given to the hirer only in the 
event of him exercising his option to 
purchase, that option being exerciseable 
on completion of the payments of rental. 


This initial payment was made, and 
thereafter the hirer paid several monthly 
instalments of rental, but then, when a 
judgment creditor (not the owner of 
the car) levied execution against the 
hirer, the owner of the car repossessed 
it, as the agreement entitled him to do. 
At that stage the hirer had paid £419 
towards the optional purchase price of 
£534, so that in addition to having the 
car back the owner had £419 as well. 
The special legislation in force in Vic- 
toria, at least, would give a hirer in 
these circumstances a right to recover 
some of the money paid by him up to 
the date of repossession, but it seems 
there is no similar legislation in England. 
Having no statutory protection, there- 
fore, the hirer cast around in other 
directions to find some means of recover- 
ing part of the money paid out by him. 


He sought to recover the amount of 
the initial payment on the footing that 
it had been paid over in consideration 
of the option to purchase; that that 
option was not capable of being exer- 
cised until after payment of the final 
instalment of hire and on payment o 
a further payment of £1; that since the 
car had been repossessed it would never 
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be possible for him to exercise the 
option to purchase; and, in view of this, 
that there was a total failure of con- 
sideration for his initial payment, which 
was, therefore, recoverable. 


Unfortunately, the Court of Appeal 
could not agree with this construction 
of the agreement. The option to pur- 


chase was bought with the initial pay- 


ment of £186; it existed, as a right, 
from the very moment the agreement 
was executed, and the fact that the 
hirer had to perform certain conditions 
before he could exercise that option did 
not alter the fact that he had got the 
option which he had paid for. As a 
consequence of this, his claim failed. 
It was unfortunate for him, no doubt, 
for he had lost the car, he had parted 
with his money, and he could recover 
nothing; yet the legal position was clear. 


Another “Suez” Contract 


In November last year, this 
column reported the case of Cara- 
panayoti & Co. Ltd. v. E. T. Green 
Ltd. (1958) 3 All E.R. 115, in 
which it was held that the closing 
of the Suez Canal rendered it 
legally impossible for seliers to 
perform their part of a contract of 
sale which envisaged the shipment 
of the goods concerned via Suez. 


Another Suez case has now been re- 
ported, in which, however, the contract 
was held not to have been frustrated by 
the closure of the canal. The case is 
Tsakiroglou & Co. Ltd. v. Noblee Thorl, 
and it is reported (1959) 1 All E.R. 45. 


The facts were as follows. Sellers 
agreed to ship some groundnuts, c.if. 
Hamburg, shipment November/Decem- 
ber, 1956. The contract provided (in 
clause 6) that “In case of prohibition 
of import or export, blockade or war, 
epidemic or strike, and in all cases of 
force majeure preventing the shipment 
within the time fixed, or the delivery, 
the period allowed for shipment or de- 
livery shall be extended by not more 
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than two months. After that, if the 
cause of force majeure be still operating, 
the contract shall be cancelled.” At the 
date of the contract the usual and cus- 
tomary port for shipment of groundnuts 
was Port Sudan, and the customary route 
for the carriage of the goods by sea 
was through the Suez Canal, which was 
blocked from 2 November, 1956, on- 
wards. However, the goods could still 
have been loaded at Port Sudan, and 
shipped via the Cape of Good Hope. 


The seller sought an extension of 
time under clause 6; this the buyers re- 
fused, whereupon the seller failed to 
ship the groundnuts. The buyers then 
elected to treat the contract as dis- 
charged, and claimed damages for the 
seller’s breach. The seller’s principal 
defence was that the contract was dis- 
charged by frustration because of the 
closing of the Suez Canal. 


As in Green’s case, it was found that 
at the time of the contract the parties 
would assume that the goods would be 
shipped via Suez. It was also found 
that the voyage around the Cape would 
be much longer, and much more expen- 
sive, than one through the Canal. In 
these circumstances it might have been 
thought that here, as in Green’s case, the 
contract should be treated as frustrated 
by the blocking of the Canal. But it 
was not to be. Arbitrators to whom the 
dispute had been referred in the first 
place had found that “the performance 
of the contract by shipping the goods 
on a vessel routed via the Cape of Good 
Hope was not commercially or funds 
mentally different from its being pet- 
formed by shipping the goods via Suez’. 
If this was a finding of fact, then il 
constituted a crucial difference between 
this case and Green’s case, and one 
which the Court had no power to ignore. 
Being of opinion that this finding was 
one of fact which he was not entitled 
to set aside or disregard, Diplock, J. 
(with some reluctance, one feels), held 
that the contract was not frustrated by 
the closing of Suez. The defence, there- 
fore, failed. 
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LETTERS TO THE EDITOR 


Uses for Discounted Cash Flow 
Technique 

The Editor—Sir, 

N the past year Australian accountants 
have shown greater interest in the use 

of discounted cash flow technique for the 

evaluation of capital expenditure proposals. 

Evidence of this interest was provided by 

the discussion at the Australian Society of 

Accountants’ 1958 Convention in Sydney. 


This interest is well merited in view of 
the degree of capital expenditure which has 
been undertaken in Australia over the past 
ten years and that which may be expected 
in the future. Capital expenditure has never 
been a thing to be taken lightly, yet it is 
surprising that apart from discussion at the 
Convention practically no promotion of the 
advantages of the discounted cash flow method 
has been undertaken. 


An examination of the usual methods of 
capital expenditure evaluation such as a re- 
turn on initial investment, or payback period, 
reveals serious disadvantages when evaluating 
proposals which involve a high degree of 
non-recurring expenses, or perhaps low re- 
turns in early years compared with proposals 
which have high returns in early years. 


The purpose of this note is not to go into 
the principles of the method but to suggest 
that more consideration could be given to it 
in the pages of The Australian Accountant. 
In doing this, however, I would like to point 
out several applications, or facets, of the 
discounted cash flow technique which illus- 
trate some of its virtues. These include the 
following :— 


Since the method involves examination of 
all cash outlays it enforces detailed examina- 
tion of the returns from a proposal over its 
expected life. In considering all cash outlays 
the question of taxation payments must be 
considered and the return calculated should 
be that after tax. In certain proposals (such 
a for a continuous plant or amenities) con- 
cessional rates of tax apply which, by per- 
mitting accelerated depreciation, delay taxa- 
tion payments and allow funds to be retained 
in the enterprise for long periods. This can 
have the effect (as has been calculated in 
various exercises) of raising overall return 
om investment by an appreciable sum. Re- 
lm on investment should only be calculated 
tefore tax where the depreciation rates used 
ty the company are identical with Taxation 
Department rates. 


In the case of some proposals, where funds 
ue specially borrowed for the proposal, the 
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resulting interest payments provide a _ tax 
shield which reduces taxation and hence re- 
sults in a greater return to a company than 
if the proposal were financed from share- 
holders’ funds. 


The method makes allowance for the effect 
on overall return of expenditure on construc- 
tion which may not be income-bearing for 
long periods. 


It enables a distinction to be made between 
projects with different “time shapes of in- 
come”, that is, a project which has high 
income in earlier years has a higher effective 
rate of return than one with high income 
in later years even though the average income 
may be the same in each case. 


It enables proper assessment of the overall 
effect of non-recurring expenses. 


It is possible to use the technique to ac- 
curately calculate the effect on overall return 
when a revised production schedule is intro- 
duced and, where a contract is involved, to 
accurately calculate what additional indemnity 
is required to bring return on investment 
back to original levels. 


In considering a problem such as whether 
to extend an existing plant in one State or 
to construct a new plant in another State, 
which would involve savings in freight but 
losses in establishment of dual production 
facilities, often a decision either way will be 
justified only over a period and not at all in 
the short term. A problem such as this par- 
ticularly lends itself to application of dis- 
counted cash flow techniques which indicate 
an average rate of return over the period 
studied, giving due and accurate weight to 
the many factors involved. 


To me it is surprising that this method 
which was in use as far back as 1887 has 
taken so long to gain recognition and I would 
be interested to see more efforts made to 
further its adoption as a refined management 
tool. 


N. G. MacLEAN, 
B.Com., A.A.S.A., A.C.A.A., 
Glen Iris, Victoria. 


Editorial Note: It is of interest to note that 
the Society, through its Research Officer, 
Mr. K. A. Middleton, has been developing 
a research project on the subject of 
evaluating capital expenditure proposals. 
An article by Mr. Middleton entitled 
“Basis for Capital Decisions” appears 
on page 242 of this issue. 
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Postal Clearing Service 
The Editor—Sir, 
N ESSRS. Fabiny and Mossop are to be 
congratulated for the concise and un- 
biassed manner in which they presented the 
article published in the March 1959 issue 
of The Australian Accountant. 


In view of the definite advantages accruing, 
particularly those relating to efficiency and 
cost reduction, I strongly advocate the in- 
troduction of a Clearing Service in Australia. 
| feel sure that many executives who suffer 
a mild degree of writer’s cramp from signing 
month-end cheques (sometimes they perform 
this task in their homes at night) would view 
such a service with favour. 


The authors state that the operation of a 
Clearing Service would be a governmental 
function, perhaps for the reason that this 
type of enterprise does not lend itself to 
competition. It is my opinion that the ser- 
vice could be provided by private enterprise 
in the form of a joint venture consisting of 
the Private Trading Banks and the Com- 
monwealth Trading Bank. 


To ensure the monopoly conditions neces- 
sary for the practical operation of the sys- 
tems it is suggested that the Clearing Service 
be defined as a “Banking Operation” requiring 
the consent of the Federal Treasurer prior 
to the commencement of business of this 
nature. A licence would be granted only to 
the joint venture organisation previously men- 
tioned. 

It is possible that the State Governments 
may oppose the introduction of a Clearing 
Service by virtue of the loss of revenue from 
stamp duty on cheques, but there is no 
doubt some method by which the revenue 
could be derived from another source; a flat 
rate of threepence per transaction handled 
by the Clearing Service, for example. 

It may be advantageous for the Society to 
appoint a committee to study the subject of 
a Clearing Service along similar lines to 
the recent enquiry in connection with decimal 
currency. 


J. STEWART, A.A.S.A., 
Chief Accountant, 
Reid Murray Holdings Limited, Melbourne. 


+ + + 


The Editor—Sir, 

In their article “Postal Clearing Service”, 
(The Australian Accountant, March, 1959), 
the authors have given an excellent explanation 
of this type of service. However, it appears 
to me that the advantages are not quite suffi- 
ciently explained. For instance, the fact that 
no uncovered cheques can ever be presented 
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and cashed in, deserves more emphasis in my 
opinion. When we look at the advantages 
given for the Trading Bank system, we find 
that Nos. 1, 2 and 5 are dealing with personal 
relationship and overdraft facilities. Whilst 
these advantages are definitely proper to the 
Trading Bank system, they are not at all lost 
to bank or customers when introducing the 
Postal Clearing System. It is common prac- 
tice, mainly for reasons of profitability, 
wherever clearing accounts are kept, to watch 
the balance of these accounts carefully and 
any excessive balances are—again through the 
Postal Clearing Service—transferred _ im- 
mediately to the Trading Bank Account. 


As far as Trading Bank advantage No. 4 
is concerned, this is more than offset by the 
advantages No. 3 and 4 of the Postal Clearing 
System (simplified reconciliation and immed- 
iate clearance). 


Looking at the customer’s operating costs, 
if a customer has to pay by cheque, say 1,000 
accounts per month, it costs him in postage 
alone almost £17. In addition, there are the 
costs of the envelopes, addressing and mailing 
If receipts are required, they add again con- 
siderably to the cost of stationery, postage 
and duty stamps. When using the Postal 
Clearing Service, only a few envelopes are 
used, already printed with name and address 
of the Postal Clearing Services and free of 
postage duty. 

Another feature is that the use of a Clearing 
Service tends to make customers pay on in- 
voices and to eliminate the cost of sending 
statements. This also speeds up payment of 
accounts and receipt of monies. 

Although a nation-wide scheme is preferable, 
the system could operate successfully in a 
smaller area as is the case in Holland's capital, 
Amsterdam, where a local Postal Clearing 
Service operates as well as the nation-wide 
Central Clearing Service. Since cities like 
Sydney and Melbourne are much larger than 
Amsterdam, it seems that either city could 
comfortably afford a Clearing Service of 
their own if a nation-wide scheme could not 
be created. 

Finally, it does not seem absolutely neces- 
sary that a Postal Clearing System should be 
carried out by a Government body, provided 
that the Government exercises a strict control. 

There is hardly any need to conclude that 
introduction of a Postal Clearing Service is 
strongly advocated by, 


L. W. STEENS, 
Mitcham, Victoria 


Note: Considerable interest has been aroused 
by the article on Postal Clearing Service by 
Messrs. Fabiny and Mossop. The Editor it 
vites further expressions of opinion on the 
practicability of instituting this service ™ 
Australia. 
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American Institute of Certified Public Accountants 
Plans Expanded Research Programme 


HE governing council of the Ameri- 
can Institute of Certified Public Ac- 
countants at a meeting held on 22 April 
voted to expand its accounting research 
programme to narrow the inconsistencies 
in financial reporting. 


In announcing the council’s action, 
Louis H. Penney, C.P.A., president of 
the Institute, explained that the main 
purpose of the programme will be to 
advance the statement of “generally ac- 
cepted accounting principles”—standards 
which C.P.A.’s use as guides in deter- 
mining whether financial statements are 
fairly presented. The new programme 
may cost $250,000 a year when it gets 
going as planned. 


“The public thinks we accountants 
operate under an authoritative code of 
accounting, which produces precise and 
comparable results,” Mr. Penney pointed 
out. “This is not true. Generally ac- 
cepted accounting principles at this time 
are not a clearly defined, comprehensive 
st of rules. Like common law, they 
develop by the evolutionary process, and 
their development will probably never 
be completed.” 


The president of the 34,000-member 
national professional society went on to 
say that some of the major accounting 
principles have been formally defined or 
darified in recommendations issued over 
the past 20 years by the Institute. He 
added, however, that there are still some 
weas in which the use of alternative but 
equally acceptable accounting principles 
ot procedures could result in widely 
varying reports of net income or earn- 
ings-per-share. These are the areas that 
we to receive top priority in the new 
search programme. 


Mr. Penney said that the principal 
products of the new programme will be 
‘series of studies prepared by a staff of 
ALC.P.A. researchers and recommenda- 
tons on generally accepted accounting 
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principles by an eighteen-man Account- 
ing Principles Board made up of Insti- 
tute members. 


There will be a public announcement 
each time the Institute’s accounting re- 
search staff begins a study of some aspect 
of accounting principles. Interested indi- 
viduals or groups will be invited at that 
time to submit their views. Later, after 
the researchers have completed their 
study, a formal report will be published 
and given the widest possible exposure 
to the public and accounting profession 
with a request for further comments. 


“This is the only way to stimulate and 
crystallize thinking on the accounting 
principles which are so vital to the re- 
porting cf corporate profits to the pub- 
lic,” Mr. Penney said. “The published 
studies will give pro and con arguments 
on controversial points, offer conclu- 
sions, and where possible illustrate the 
applications of the principles. They will 
be strictly informative reports to the 
public, the tentative basis for any official 
proncuncements which might come 
later.” 

Following the publication of an ac- 
counting research study, it will be re- 
viewed by the newly-created A.I.C.P.A. 
Accounting Principles Board. This group 
could then either accept the study as 
the basis for a statement on generally 
accepted accounting principles, reject it 
with a public explanation for the re- 
jection, or lay it aside for future atten- 
tion. 


The Institute would rely on persuasion 
rather than compulsion, Mr. Penney 
said, to encourage adoption of some of 
its more controversial pronouncements. 
“We feel that the best method of en- 
forcing most of the board’s pronounce- 
ments would be to secure their accept- 
ance as high authority by certified public 
accountants in advising their clients and 
preparing reports on financial state- 
ments.” 








PRIL was a most important month 

for Australia because it marked a 
substantial advance in the price for wool. 
This came late in the season so that the 
immediate practical benefit was not of 
much real value. However, the advance 
put a completely new complexion on the 
whole of the nation’s trading picture. 
Not very long ago there was talk of 
increasing the level of import restrictions, 
perhaps in the second quarter of the 
year. If it has done nothing else, the 
big jump in wool prices has at least put 
an end to this kind of speculation. 


It is interesting now to observe, in 
retrospect, that the rise took many people 
by surprise. Keen students of wool prices 
were anticipating some rise for the for- 
ward selling in London was all at higher 
prices. However, the extent of the im- 
provement was a general surprise. One 
expert body of opinion, the Common- 
wealth Bureau of Agricultural Economics 
had said, immediately before prices began 
their dramatic rise, that there was little 
prospect of any substantial lift in the 
price. 

The rise in April was in fact sub- 
stantial—the word spectacular could 
indeed be used. It has been estimated 
that merino wools gained something like 
24 per cent in April, making a rise of 
well over 30 per cent from the season’s 
low point in January. A better idea 
might be gathered from the fact that the 
new price level meant that the whole of 
the season’s decline had been wiped out; 
prices were a little better than the closing 
levels of last season. 


+ a + 


O add to the good impression brought 
about by this price improvement, 
the quantity of wool produced for 


1958-59 was estimated to be the second 
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4,867,000 bales in 1956-57. 


The estimates, released by the pre- 
sident of the National Council of Wool 


Selling Brokers of Australia, Mr. J. §. 
Gale, were higher than the preliminary 
estimated figures. A preliminary forecast 
last July, of 4,240,500 bales, would have 
meant a reduced clip, but by December, 
the estimate had grown to 4,359,000 
bales, a slight increase on the 1957-58 
clip. By weight, the position is even 
better, because of the heavier quality of 
the wool. The quantity, at 1,544 million 
pounds weight greasy would be III 
million pounds or 7.7 per cent in weight 
more than last season’s production. 


OR the nation as a whole the out- 
look has improved substantially. 
The National Bank suggests that it is 
so good, in fact, that there could be some 
reconsideration of whether there was 4 
need for further deliberate action to 
stimulate spending. In its monthly sur- 
vey, the bank stated that there was little 
doubt that the current situation, and 
particularly the outlook, was considerably 
better than at the beginning of the 
financial year, when forecasts weft 
necessarily tempered by a strong note 
of caution. 


The bank believes that our current 
difficulties are by no means resolved but 
there is now reason to hope that 1959 wil 
witness a continuation of the present 
improved outlook. However, the 
is careful to state also that the fortuitous 
improvement in Australia’s reserves out 
look, brought about by a high rate of 
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largest on record. The clip could reach 
4.6 million bales, about 5.7 per cent 
more than last season’s 4,352,513 bales, 
and not much below the record clip of 
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capital inflow, should not be allowed to 
overshadow the continued weakness in 
its trading result. 


This capital inflow has been of con- 
siderable impact. The bank believes that 
the extraordinary inflow for the first half 
of 1958-59 suggests that, by the end of 
the financial year, overseas monetary 
reserves might be as much as £50 million 
higher than the earlier forecasts of £400 
million. This had prevented any further 
intensification of import restrictions 
which would be maintained at their 
current level of £800 million a year for 
another four months commencing on 
April 1. 


The improvement in external accounts, 
coupled with the success of the Com- 
monwealth’s domestic loan operations, 
had reduced the need for the relatively 
heavy expansion of credit provided for 
in the Commonwealth Budget. 


Two of the bank’s conclusions have 
considerable significance:— 


@ “. . . business and industry can 
afford to face the months ahead with a 
good deal more confidence than would 
have been justified had earlier forecasts 
been realised.” 


@“. . . the growing belief that 
1959- 60 will witness further improve- 
ment in wool prices resulting in, perhaps, 
a smaller overseas trading deficit, and 
the introduction of a new confidence that 
Australia is firmly on the way to re- 
suming industrial and trading growth 
with really sound foundations.” 


ITH a background such as this it 

is small wonder that the Australian 
share markets have been enjoying a suc- 
cession of all-time peak price levels. 
There was plenty of confidence before 
the improvement in wool prices. In 
fact, it was a new feature in share dealings 
that the season’s decline in wool prices 
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had been ignored by the market. The 
belief was that other factors were suffi- 
ciently buoyant to overcome the worse- 
ning situation of what had been tradition- 
ally the market’s best indicator. Investors 
were prepared to look to the future, 
beyond what might have been a tem- 
porary dip in the economy. Technically, 
the market had been strengthened by a 
new influx of buyers. It had felt the 
influence of a trend towards equity share 
investment by most of the big financial 
institutions and pension funds, as well 
as a new demand by the public in the 
form af added interest channelled into 
the market through a growing unit trust 
movement. 


So, prices had been very firm in spite 
of a worsening in wool. It might have 
been thought that, because of this the 
improvement in wool prices, similarly, 
should have been ignored. However, 
there is some logic in the market be- 
haviour. Many share buyers were aware 
of the short-term dangers to the economy 
through reduced wool income but they 
were sufficiently certain of the long view 
to continue to buy. The improvement 
in wool then gave the short view an 
optimistic slant, so there was even greater 
incentive for buying. 


But, behind this purely local approach 


to the attitude of share buyers, is a 
particularly strong overseas share mar- 
ket situation. London and New York 
markets are also at peak levels. In both 
countries there is confidence in the 
economic outlook and, in both invest- 
ment centres, there is a stronger tech- 
nical position for the same reasons as in 
Australia—a swing towards ordinary 
share investment and, consequently, a 
shortage of available securities. 


It is very interesting to observe that 
in all centres there is a realisation of 
the particularly high price levels and 
some resultant caution in the selection of 
securities. The all-time peak levels, 
accordingly, do not seem to have the 
“boom” aspect that might be expected. 
This quiet and relatively careful ap- 
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proach could, as many expect, minimise 
the prospect of a “bust” and, in fact, 
suggest that the firm and _ confident 
attitude will continue. 


EFERENCE was made last month 

to the new highly desirable practice 
of quarterly reports from public com- 
panies. The first company to come out 
with a comprehensive report for a quar- 
ter’s operations was a Sydney company 
operating in the building materials field, 
P.G.H. Industries Ltd. 


In April, however, there has been an 
interesting newcomer to the practice, 
Mary Kathleen Uranium Ltd. Here is a 
tangible indication that mining companies 
should not consider themselves to be any 
different from industrials in their respon- 
sibilities to shareholders and the investing 
public. The first report of this company 


has covered the quarter ended March 31. 
The company proposes to continue these 
reports which will show results to date, 
including information as to tons of ore 
milled and the amounts of outstanding 
long-term loans and bank overdraft. 


Mary Kathleen is the Australian 
associated company of London-based 
world-wide mining company Rio Tinto. 
Its principal Australian operation at the 
present time is the exploitation of the 
uranium deposit at Mary Kathleen, near 
Mt. Isa in North Queensland. 


O far this financial year, business has 
been good. In the last few months 
there might have been some falling off 
in the retail trade and, of course, an 
obvious state of over-production in the 
television industry. However, the general 
impression is still one of optimism. 
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One fairly useful method of obtaining 
such an impression in the middle of the 
year is to follow the interim reports of 
public companies. The general impres- 
sion from these brief trading statements 
is that costs may be higher but that 
increased turnover has overcome this 
disability. Also, and this is significant, 
most managements have been optimistic 
about the remainder of the year. 


The Australian Financial Review 
surveyed these interim reports and found 
that of 249 companies, 40.8 per cent 
said that profits had risen while only 
21.2 per cent reported profit falls. One 
in every four companies increased its 
dividend rate; one in twelve reduced its 
rate, and a further one in twelve passed 
or deferred payment until the year’s 
results were known. 


LTHOUGH of great significance, 
most Australian Federal Budgets 
are most unimaginative documents. They 
seem either to make internal conditions 
more “tough” by increasing existing 
controls, or to relieve the economy by 
the relaxation of existing impositions. 
In the United Kingdom, however, the 
approach usually seems to have some 
imagination, some enterprise, whether 
it is a tough or an easy Budget. 


The latest U.K. Budget was an easy 
one. There were tax reductions and some 
relief in duties. But, also there was a 
valuable incentive to industry in the form 
of a restoration of investment allowances 
for industry. The basis is twenty per 
cent on new plant and machinery and 
ten per cent on new buildings. In ad- 
dition, U.K. industry has an initial al- 
lowance of ten per cent on plant and 
five per cent on industrial buildings. 
Here is real incentive for industry to 
become more efficient. 
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CURRENT PROBLEMS DISCUSSED 
IN OVERSEAS JOURNALS 


Notes prepared by members of the teaching staff in 
the Department of Accounting, University of Melbourne. 


ACCOUNTING HISTORY 


A useful and comprehensive list of 
early works and books on accounting 
appears in the October issue of Account- 
ing Research—“Bibliography of Book- 
keeping and Accounts, 1494 to 1650”, 
by H. W. Thomson and B. S. Yamey. 


ACCOUNTING PROCEDURES 


In “Accounting in the Motor Trans- 
port Industry”, The Canadian Chartered 
Accountant, November, Ernest Gray out- 
lines a method by means of which trans- 
port operators, by using a uniform sys- 
tem of accounts, could provide their 
managements with prompt and reliable 
reports on their activities. 


CASE STUDIES 


The November issue of the N.A.A. 
Bulletin is devoted almost entirely to 
discussion of the special accounting 
problems of particular industries and 
professions. It includes the following 
case studies: — 

“Steamship Accounting Aligned to 
Operations”, by R. N. Murphy; 
“Organisation of a Railroad’s Account- 
ing Function”, by R. D. Plumley; 
“How We Account for Taxicab Rev- 

enue”, by Naomi B. Thomas; 

“A Farm Management Utilises Flex- 
ible Budgetary Control”, by L. B. 
Kellogg and J. C. Gilson; 

“A Magazine Publisher’s Adoption of 
Budgeting and Direct Costing”, by 
V. C. Owens, Jnr.; 

“Budgetary Control for Six Stores Re- 
tailing Office Supplies”, by J. A. 
Noel; 

“New Tools for Utility Management”, 
by W. B. Orr, Jnr.; 

“Medical Group Income Distribution 
Accounting”, by R. L. Newell and 
G. A. Mahon; 
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“Aiding Church Administration by 
Fund Accounting and Budgeting”, 
by L. A. Hewitt. 


CONTROLLERSHIP 


Australian accountants often ask just 
what is implied by the American term 
“controller”. This is partly answered 
in every issue of The Controller, which 
sets out, in some detail, the Institute’s 
concept of modern controllership. The 
Controllership Foundation has now con- 
ducted a survey of its members to dis- 
cover the title of the positions they hold, 
their responsibilities, training, education 
and social activities. The results of the 
survey are to appear in three parts under 
the title “The Profile of the Corporate 
Controller”. Part I, by Herbert F. 
Klingman, appears in the October issue 
of The Controller and is limited to such 
broad characteristics as geographical dis- 
tribution and the diversity of titles by 
which controllers are described in or- 
ganisations of different size and type. 


ELECTRONIC DATA PROCESSING 


In The Accountant, 22 November, 
John W. Parker writes on “Production 
Data Processing’, A. A. McPhie on 
“Hire-purchase Accounting by Com- 
puter” and D. Field on “Computer 
Feasibility Study”. In the same issue, 
some of the exhibits in the Electronic 
Computer Exhibition held recently at 
Olympia, London, are briefly described. 

Accountants who are interested in 
electronic data processing should wel- 
come the evaluation of existing literature 
and the comprehensive bibliography pro- 
vided by Robert H. Gregory and Burt 
Nanus in the October issue of Account- 
ing Research. The article groups ab- 
stracts of basic readings under headings 
representing major areas in the elec- 
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Typical headings are in- 
history, systems analysis, 


tronics field. 
troduction, 


equipment design and construction, pro- 
gramming techniques and applications. 


COSTING 


In the New York Certified Public Ac- 
countant, November, S. L. Steinwurtzel 
writes on “Techniques in Allocating 
Costs to Functions in Charitable Organi- 
sations”. Although many of the prob- 
lems of cost-allocation are similar to 
those involved in the case of profit- 
making enterprises, the allocation of 
salaries is usually more difficult since, in 
a charitable agency, a member of staff 
is more likely to be engaged in work 
relating to a number of functions. To 
overcome this, he suggests that employees 
keep time sheets organised on a func- 
tional basis. 


ESTATE PLANNING 


In “Services by CPA’s in Estate 
Planning”, appearing in The Journal of 
Accountancy, November, a committee 
of the American Institute of Certified 
Public Accountants provides a number 
of specific examples in which farsighted 
planning resulted in improved liquidity, 
reduced taxes or other means of con- 
serving estates and accomplishing results 
desired by testators. 


GOVERNMENTAL ACCOUNTING 


About ten years ago, an American 
commission of enquiry chaired by former 
President Hoover recommended the 
adoption of an “accrued cost” basis for 
government accounting. More recently, 
a second Hoover Commission recom- 
mended a modified method of budget- 
ing known as the “accrued expenditure” 
method. In the N.A.A. _ Bulletin, 
November, Erle Cato strongly criticises 
the recommendations of this second 
Hoover Commission. He claims that 
they would create more problems than 
they would solve, and believes that the 
most effective method of control over 
government spending will be found in 
limiting the costs which each department 
is allowed to incur. 
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INTERNAL AUDITING 


R. E. Palmer, who is group internal 
auditor for Electric and Musical Indus- 
tries Ltd. (U.K.), considers the concept 
that should be borne in mind when estab- 
lishing an internal audit section. He 
suggests that the function of the internal 
auditor must be a broad one and aimed 
at enabling management to maintain a 
control through constant review over all 
clerical procedures. He describes the 
procedures which may be followed in 
the setting up of such a section, a task 
which he has twice undertaken for large 
organisations. The article, which is en- 
titled “Establishing an Internal Audit 
Function”, appears in The Accountants 
Journal (U.K.) for November. 


MANAGEMENT ACCOUNTING 


“The Managerial Approach to Budget- 
ing”, by Raymond Villiers, appears in 
the October issue of The Controller. \t 
quotes findings of the recent research 
report of the Controllership Foundation 
on Business Budgeting, but, as_ the 
title suggests, the emphasis is upon the 
opportunities which budgeting provides 
for improved relations and cooperation 
within a firm. It shows how this 
achieved by limiting performance re- 
ports to those items for which a person 
is responsible and by providing for the 
joint determination and revision of stan- 
dards. 

In “Cost Accounting and the National 
Economy”, in The Accountants’ Journal 
(N.Z.), November, H. W. Martin dis- 
cusses some problems of providing in- 
formation of the right kind for manage- 
ment. In particular he stresses the need 
for accountants to adopt methods of 
thinking which will enable them to pre- 
sent information which portrays with 
sound judgment the truth of the economic 
situation while the information is stil 
fresh enough for action to be taken. 


W. W. Fea, in discussing “The Future 
Role of the Accountant in Industry”, an 
article appearing in The Accountant, 8 
and 15 November, considers some of 
the qualities needed by accountants m 
industry and problems with which ac- 
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countants in industry are likely to be 
confronted in the near future. 


PRESENTATION 


The need of the busy executive for 
easily digested statistical data is, per- 
haps, best met by the use of graphical 
presentation. This is the claim of 
Thomas Dudich who writes in the 
November issue of The Controller on 
“Graphic Analysis for More Effective 
Management Control”. His illustrations 
provide comparisons of orders with ship- 
ments, sales with inventories, production 
with sales, profit with investment turn- 
over and seasonal pattern of sales with 
the production pattern. 


PROFESSIONAL ETHICS 


Rules of professional conduct in pub- 
lic accounting reflect generally accepted 
practices and, on the whole, compliance 
with them has been very satisfactory; 
there are, however, some unresolved 
problems in certain areas such as in- 
dependence, the provision of manage- 
ment services, sharing of fees, and others, 
in which some authoritative clarification 
sems desirable. Thomas G. Higgins, 
writing on “Professional Ethics and Pub- 
lic Opinion” in The Journal of Account- 
ancy, November, suggests that the Ameri- 
can Institute of Certified Public Account- 
ants should re-examine and codify all 
the rules relating to professional conduct 
and strengthen or amplify them in ap- 
propriate cases. 


SOCIAL ACCOUNTING 


The article on “Composition of the 
Corporate Sector” (in England) is con- 
cluded in Accounting Research, October, 
with the publication of Part II dealing 
with “A Comparison of Public and Pri- 


vate Companies”. The numerous tables 
aid classifications relate mainly to the 
10,000 quoted and unquoted public com- 
panies and to the 23,000 non-exempt 
pivate companies. Little is available 
about 90% of the private companies 
which are exempt from the obligation 
0 submit accounting reports. 
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STANDARD COSTING 


K. W. Bevan, “Practical Standard 
Costing: A Case Study”, The Cost Ac- 
countant, November, describes the intro- 
duction and operation of the system of 
budgetary control and standard costing 
which is in use in the British Overseas 
Airways Corporation. 


WORKING CAPITAL 


Working capital is discussed at some 
length by M. H. B. Abd El-Motaal in 
the October issue of Accounting Re- 
search. The discussion centres around 
the measurement of adequacy, structural 
health and efficiency with which the 
working capital policy consolidates all 
elements of short-run liquidity and pro- 
vides an indication of the quality of 
management. 


PROCUREMENT 


“The Controller Looks at the Pur- 
chasing Department” by Hans C. Todd 
appears in the December issue of The 
Controller and is a discussion of the ways 
in which the controller can assist the 
purchasing officer to make purchasing a 
profit-making activity. Clear demarcation 
of area of responsibility is essential 
along with a proper system and procedure 
for records within the purchasing depart- 
ment. It is also necessary to provide 
information relating to pay-off period 
for fixed assets, purchase budget, in- 
ventory control and pricing and to assist 
in setting purchasing department stan- 
dards and objectives. 


STATISTICAL TECHNIQUES 


E. L. Schlueter, “Quality Source Data 
Through Factory Auditing on a Statistical 
Basis”, N.A.A. Bulletin, December, des- 
cribes the application of the principles of 
sampling inspection and quality control 
to the recording of source data for cost 
accounting. Timekeepers responsible for 
verifying labour hours and counting pro- 
duction quantities have been replaced by 
a factory auditor using acceptance 
sampling techniques. “When the sam- 
pling indicates an unacceptable error 
ratio, 100% inspection of source docu- 
ments may be made for a limited period”. 
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REGISTER OF MEMBERS 


Australian Society of Accountants 
NEW SOUTH WALES 


Provisional Associates: 
Conry, S. G.; Eastman, J. M.; 


Norton, R. P.; Orr, J. F.; 


Ireland, P. E. J.; 
J.; Stephenson, D. H. 


Advanced to Associate: Cronin, P. J.; Doyle, 
Haslem, 
W. H.; Jarvis, F.; Mulholland, L. S.; McGrane, 


A. B.; Fabian, J. L.; Gannon, T. B.; 


B. G. F.; Taylor, F.; Varnay, T. L. 
Advanced to Fellow: Campbell, 
Stapleton, E. C.; Watts, T. B. 
Removed from Register—Deceased: Pert 
W. A.; Resigned: Mullen, G. F 
QUEENSLAND 


Associates: Colenso, A. L.; 


Price, B. S.; 
Weston, C. D. 
TASMANIA 


Removed from Register—Deceased: Walker, 


T. B. A.; Resigned: Tapping, T. H. 
OVERSEAS 


Associates: Au Yeung, Y. F.; Barnett, M. 
R.; Chow, Y. K.; Dixon, R. N. C.; Gannaway. 
A. G.; Lam, M. K.; Ng, K. C. A.; Phillips, 


C. W. A.; Tam, K. K. L. 


Australasian Institute of Cost 
Accountants 
VICTORIA 


Associates: Abbott, K. R.; Pollard, J. H. T.; 
Prouse, R. J.; Scarfe, P. N.; Scott, W. J. M.; 


Thomas, H. G.; 
Advanced to Associate: Plaisted, I 


Removed from Register—Deceased: Crosby, 
J. F.; Rennie, C. H.; Resigned: Sayer, H. C.: 


Williams, A. E. 
QUEENSLAND 


Provisional Associates: Carroll, C.; Grimley. 
N. K.; Lazarides, G.; Steinitz, P. A.; Wilde. 


Ww. &. 
Associate: Rogers, L. A. 


WESTERN AUSTRALIA 


Provisional Associates: Cole, L. S.: Klein. 


R. G. 
Associate: Rees, W. 
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Beckwith, J. C.: 
in. a. &.3 
Hudson, B. C.; Knight, G. S.; Koo, S. H.: 
Letchford, W. T.; Martin, A. S.; Noble, A. J.: 
Sultana, N. F.: 
Talbot, J. R.; Wood, W. M. W.; Young, M. F. 

Associates: Brown, C. E. W.; Brown, J. L.: 
Cooper, H. H.; East, J. F.; Fillery. W. S.: 
Griffin, J. L.; Hill, F. H.; Holden, C. G.; 
Loneragan, F. D.; Mullins, 
F. A.; McGrath, A. J.; Parker, E. G.; Serbutt, 


D. B.: 


ia, Cc. P. 
Hay, R. R.; Kerr, E. F.; Kerridge, W. J.: 
Mewing, A. V.; Ng, T. C.; Nichols, G. J. 
Saunders, A. W.: Trigar. D. G.: 


NEW BOOKS 


Volumes recently added to the Australian 
Society of Accountants’ Central Library, Mel. 
bourne. 

Advanced accounting Vol. 2, 4th ed. R. Keith 
Yorston, E. Bryan Smyth and S. R. Brown 
Sydney: Law Book Co., 1959. 608 pp. 

Australian accountancy progress 1958. Sir 
Alexander Fitzgerald and K. C. Keown eds 
Sydney: Butterworth, 1958. 403 pp. 

Financial management. Austin Donnelly 
Sydney: Butterworth, 1959. 302 pp. 

Guide to commonwealth income tax, 9th ed 
J. A. L. Gunn and M. Maas. Sydney 
Butterworth, 1959. 442 pp. 

Slater's Mercantile law in Australia, 3rd ed 
K. D. Hilton. Melbourne: Pitman, 1958 
552 pp. 

Selecting, planning and managing office space 
Beryl Robichaud. New York: McGraw-Hill 
1958. 361 pp. 

Techniques of office cost control. American 
Management Association. New York: 1959 
110 pp. 





OBITUARY 
Shri S. Vaidyanath Aiyar 
The journal records with regret the passing 
of Shri S. Vaidyanath Aiyar, President of the 
Institute of Chartered Accountants of India, 
at New Delhi on 5 February at the age of 58 


The late Shri Vaidyanath Aiyar because of 
his wide interests in accounting, education. 
social and cultural circles will be greatly 
missed. He was elected President of the Inst- 
tute of Chartered Accountants of India in 
1957, and re-elected in September 1958. 


He led the Indian delegation at the Far 
East Conference of Accountants held in th 
Philippines in 1957 and presided at the first 
technical session. We were looking forward 
to his participation in the Second Asian and 
Pacific Convention to be held in Australia 
next year. 

His — knowledge of accountancy wa 
availed by the Government of India when 
he was appointed a member of the committe 
set up to advise on the fixation of wages for 
journalists. He was a member of the Faculty 
of Social Sciences in the University of Delhi 
a member of the University’s Committee 0! 
Courses and Studies in Commerce and of the 
Committee of Courses and Studies in Business 
Management. 

One of the founders of the Rotary Club 
Delhi, Shri Vaidyanath Aiyar was its Pres 
dent in 1948. Later on he became Governo! 
of the Rotary International, Delhi District 
in which capacity he visited the United States 
of America in 1950. 
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BOOK REVIEWS 


Taxation in Australia—Prepared by the Har- 
vard Law School International Program 
in Taxation (273 pp. plus Table of Cases 
and Index. £5/7/6d. Law Book Co. of 
Australasia Pty. Ltd.) 


Taxation in Australia is described as the 
joint work of the staff of the Harvard Law 
§chool’s International Program in Taxation and 
a research group in the Faculty of Law at the 
University of Sydney. It is one volume of a 
World Tax Series, planned by the Harvard 
Law School to provide an examination of the 
tax systems of many countries. To the present, 
volumes have been published covering the tax 
systems of Australia, Brazil, Mexico and the 
United Kingdom, and other volumes are plan- 
ned in the immediate future. 


Each volume of the series is prepared in 
such a way that the various aspects covered 
may be conveniently compared. Similarly 
numbered chapters relate, in each volume, to 
the same subjects. Even the same numbering 
system is used for the same topics within the 
chapters. As a result of the provision of this 
facility for comparison, Taxation in Australia 
employs a terminology which does not neces- 
sarily follow that used in Australian tax 
bgislation or practice, but has an unmistak- 
ably American flavour. 


Part I of the book provides a summary of 
the legislative and constitutional background 
and general business organisation in Australia, 
and of the functions of the revenue admini- 
stration. Summaries of “taxes on income”, 
‘taxes on capital” (land tax, gift and estate 
duties, local government rates) and “taxes on 
transactions” (sales tax, stamp duties, excise 
and customs duties, and payroll tax) are also 
included. 


Part II consists of a detailed analysis of 
Commonwealth income tax. The _ subject 
headings do not follow the sequence in the 
Inome Tax and Social Services Contribution 
Assessment Act, but conform with the plan 
for all the books in the series. The text does, 
however, follow a logical and illuminating 
sequence of major topics, and is easy to 
read. 


The examination of the Australian income 
‘ax law is most comprehensive. In fact, the 
thors have obviously endeavoured to ensure 
iat reference be made to all aspects of the 
kgislation, and have succeeded in explaining 
wally in a concise manner, the effect of 
many sections of the Income Tax Assessment 
\ct which to those unfamiliar with the in- 
incacies of the Statute may be anything but 
clear. 

Income tax law in Australia is here con- 
‘ely and comprehensively described, not 
wmmented upon. It is apparent that the 
work is intended, mainly, for students of inter- 
ulional taxation, or for practitioners in other 
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countries who are concerned with the operation 
and effect of the tax laws in Australia. The 
reader who has a specific tax problem may 
not find the answer in this volume, but it is 
probable that the authors did not have this 
purpose in mind. 

On the other hand, the book would be a 
valuable source of information to anyone eager 
to learn the fundamental principles and the 
details of Australian tax laws and their appli- 
cation to the complex practical features of 
everyday life. 

The publication of further volumes in this 
series should serve to facilitate communication 
between tax practitioners in various countries, 
and provide a clearer appreciation of the 
differences and similarities of their separate 
tax systems. 

D. C. WILKINS 


—_—~?s-— 


Communications Handbook for Secretaries, by 
Lucy Groves Mayo, Publishers McGraw 
Hill Book Co. Inc. New York. Price: 
79/9 (approx.). 


Executives in accounting and other spheres 
of business appreciate the services of private 
secretaries who possess the stenographic skill 
and secretariat knowledge which contribute 
$0 materially to the efficient flow of office 
operations. The development of this desired 
efficiency is hampered in Australia by the lack 
of suitable text books dealing with the training 
and development of stenography and _ sec- 
retarial skill. 

In the Communications Hand Book for 
Secretaries, Mrs. Mayo has presented a 550 
page guide to effective writing and speaking, 
of paramount importance both to employers 
and their secretaries. The secretary and her 
employer form a team, each depending on and 
complementary to the other. The book stresses 
the supreme importance of the well-written 
letter in modern business, the letter which sells 
the product of the firm and acts as an ambas- 
sador of the business. Every possible type of 
business letter is fully covered in detail, and 
the essential good points are highlighted and 
the oft-hidden bad points revealed and cor- 
rected. 

The necessity for good voice personality 
both in telephone calls and in personal con- 
versations with customers is adequately dealt 
with and various typical and topical conver- 
sations are quoted. Another chapter is devoted 
to making travel arrangements and reporting 
on meetings. Probably the most helpful chap- 
ter in the book will be the chapter devoted 
to sentence construction, punctuation, word 
characteristics, style of letters, spelling and 
meaning of words. This contains everything 
the secretary—and her employer—would re 
quire to know of grammar and business Eng- 
lish. All in all a most helpful and much need- 
ed volume. 

C. B. McCLYMONT. 
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NEWS AND NOTES 





Australian Society of 
Accountants 


GENERAL COUNCIL 


General Council Meeting and Associated 
Activities 

The General Council of the Society met 
in Hobart from 20 to 22 April. A full report 
of the meeting and associated activities will 
appear in the June issue. 


Election of Office-Bearers 

At the meeting of General Council held 
in Hobart last month the following office- 
bearers were elected for the ensuing year:— 
Mr. R. F. Butt, F.A.S.A. (Queensland), presi- 
dent; Messrs. W. P. Henson, F.A.S.A. 
(N.S.W.) and J. M. Groom, F.A.S.A. (W.A.), 
vice-presidents; and Mr. C. K. Davies, 
A.A.S.A. (Vic.), hon. treasurer. 


QUEENSLAND 


Annual Meeting 

The State president, Mr. W. T. Reid, pre- 
sided over a well attended meeting of mem- 
bers, who included Sir Arthur Fadden, in 
the Maple Lounge, Edward Street, Brisbane, 
on 31 March. 


The State president, in moving that the 
report be received and adopted, expressed the 
Divisional Council’s appreciation of the action 
of the Premier of Queensland in addressing a 
message to members on the occasion of the 
publication of the report in the State’s Cen- 
tenary Year. The president stated that the 
Council considered 1958 had been a year of 
progress and of consolidation. To newly ad- 
mitted members attending their first annual 
meeting, he extended a special welcome and 
expressed the hope that they would take an 
active part in the Society’s affairs. He paid a 
tribute to the work of branch councils, par- 
ticularly Townsville, and to the committee of 
the Cairns Group, all of which had been most 
active during the year in bringing the ser- 
vices of the Society to members resident 
beyond the capital city. 

Mr. G. F. Robbins in seconding the motion 
stressed that one of the most important as- 
pects of the Society’s work was the organising 
of conventions. He appealed to members to 
maintain their interest in supporting conven- 
tion activities. He pointed to the need for all 
members to take an active part in the Society’s 
affairs and by so doing to help to improve 
the efficiency of accounting and the progress 
of the Society. 

Mr. R. F. Butt, in moving that the finan- 
cial statements for the year 1958 be received, 
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stated that the surplus shown for 1958 would 
be used to further the development of the 
Society in the many fields of its activities, both 
in Australia and overseas, including the Far 
East. Mr. J. Devitt seconded the motion 

The following members were re-elected to 
the Divisional Council following their retire. 
ment by rotation in accordance with the 
Articles: Messrs. R. E. Iliff, J. G. Orr, R. W. 
ee E. Smith and G. C. Townson. Mr, 
L. T. N. Crawford was re-elected auditor. 

So the formal proceedings, the chairman 
introduced Sir Arthur Fadden, the former 
Federal Treasurer, who entertained member 
with a witty and interesting address based on 
his experiences as a politician. 

During the evening certificates were pre- 
sented to newly admitted members and a 
excellent colour film on exploration in the 
Antarctic was shown. 


Personal 

Mr. K. W. S. Carlile, A.A.S.A., of Brisbane 
has been appointed to the board of directors 
of Banks Pty. Ltd. He retains his position as 
secretary of the company. 


NEW SOUTH WALES 
Annual Meeting 

The sixth ordinary general meeting of the 
New South Wales Division was held in the 
conference room, 5 Bligh Street, Sydney, on 
24 February, at 5.30 p.m. with the State 
president, Mr. A. E. Dent, in the chair. 

In moving the adoption of the annual re- 
port for 1958, the chairman gave an outline 
of the activities of the Society throughout 
New South Wales. 

The retiring councillors, Messrs. H. W. B 
Chester, A. S. Deane, A. E. Dent, H. R 
Irving and G. H. Peterson, were re-elected to 
the Council. The retiring auditor, Mr. H. C 
E. Wilton, was also re-elected. 

At the conclusion of the meeting, refresh 
ments were provided and the opportunity was 
taken by councillors to meet members in a0 
informal atmosphere. 


Members’ Luncheon 

Three hundred and fifty members were 
present at the first luncheon for 1959, held 
at the Trocadero on 25 March. 

The guest speaker was Professor Sir Mark 
Oliphant, K.B.E., F.R.S., director, Research 
School of Physical Sciences, the Australian 
National University. The title of his address 
was “Atomic Energy in Australia”. 

In non-technical terms, Sir Mark spoke of 
atomic energy research and the generation 0 
electricity by atomic means. He pointed out 
that this source of electric power is at preset 
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much more expensive than conventional 
methods. Whilst our coal supplies are so 
readily available, at a relatively low cost, it 
will be many years before atomic generating 
plants could replace economically the present 
generating stations. 


A vote of thanks to the speaker was moved 
by His Honour Mr. Justice Hardie, a mem- 
ber of the Society. 


BROKEN HILL BRANCH 


The annual meeting of the Broken Hill 
Branch was held on 27 February, at the 
Mining Managers’ Association Building, Beryl 
Street, at 7.30 p.m. 

The branch chairman, Mr. R. H. Doherty, 
AAS.A., presided over a good attendance of 
members. He submitted the annual report 
for 1958, and reminded members of the 
questionnaire that had been issued. The 
answers received would assist the council in 
planning the activities of the branch. 


Messrs. A. D. Hosking and J. F. Field were 
elected to fill the vacancies on the council 
and the retiring auditor, Mr. W. Paviour, was 
re-elected. 


After the formal meeting, an illustrated ad- 
dress on Japan was given by the Town Clerk, 
Mr. C. Crowley, F.A.S.A., a member of the 
Branch Council. Mr. Crowley spent some 
weeks in 1958 travelling through Japan. His 
fine pictorial record of the trip was particu- 
larly interesting. 


WOLLONGONG BRANCH 


The sixth annual meeting of the branch 
was held at the Leagues Club on 27 Feb- 
tary. The branch chairman, Mr. J. E. 
Booker, A.A.S.A., presided and the retiring 
councillors, Messrs. F. J. Cornally and B. F. 
Waldron, and the auditor, Mr. A. P. Fleming, 
were re-elected. The N.S.W. Divisional Coun- 
til was represented by Messrs. H. R. Irving, 
FAS.A., and E. A. Cupit, F.A.S.A. 


NEWCASTLE BRANCH 


The annual half-day conference combined 
with the annual meeting and members’ dinner 
was held on 6 March at Winn’s Shortland 
toms. The proceedings were well supported 
ty members and all present can look back on 
te function with pleasure. In the afternoon, 
Wo technical papers were presented and dis- 
wssed—“Some Economic Aspects of Auto- 
mation” by Associate Professor C. C. Ren- 
wick, M.Ec., head of the Department of Com- 
merce, Newcastle University College, and 
‘The Probable Effects of Automation in the 
Office” by Mr. W. H. Jones, A.A.S.A., deputy 
xneral manager, Kalamazoo (Aust.) Ltd. 
At the annual meeting which followed, the 
an of the branch, Mr. D. G. Mc- 
Dougall, A.A.S.A., presented the annual report 
‘ad statement of receipts and payments. The 
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retiring councillors, Messrs. D. G. McDougall, 
A.AS.A., B. T. Colditz, A.A.S.A., J. C. Mead, 
F.A.S.A., and H. H. Walls, A.A.S.A., and the 
retiring auditor, Mr. A. D. Bridgen, were re- 
elected. 

The meeting was followed by the annual 
dinner for members of the branch, the guest 
of honour being the Lord Mayor of New- 
castle. A number of other guests also at- 
tended representing trade and commerce and 
other kindred professional bodies. The N.S.W. 
Divisional Council was represented by Mr. 
G. M. Andrews, M.B.E., F.A.S.A., and the 
State Registrar. 

The toast to the Society was proposed by 
the Lord Mayor and Mr. G. M. Andrews 
responded. The toast to the guests was sub- 
mitted by the branch vice-chairman, Mr. 
Howard Walls, A.A.S.A. 


ALBURY DISTRICT GROUP 


Election of Office-Bearers 

The following were elected as office-bearers 
of the Albury District Group for the ensuing 
year. Chairman: Mr. D. J. Russell; committee: 
Messrs. F. W. Johnson, L. T. Muir, F. W. 
Stayner, R. M. Twomey; hon. secretary: Miss 
M. E. Spence. 


Personal 

Mr. Harold Peterson, A.A.S.A., A.C.A.A., 
former general manager uf Bruce Small Pty. 
Ltd., electrical retailers, has been appointed 
to the marketing staff of W. D. Scott & Co. 
Pty. Ltd., management consultants. 


SOUTH AUSTRALIA 


Ordinary General Meeting 

The sixth ordinary general meeting of the 
Division was held at the Myer Apollo Dining 
Hall on 20 March, with the State president, 
Mr. C. L. Hargrave, as chairman. 


At the meeting, the four retiring members 
of the Divisional Council, Messrs. G. F. 
George, C. L. Hargrave, J. M. Jones and M. 
G. Kennedy, who were unopposed, were de- 
clared re-elected. Mr. E. H. Burgess was ap- 
pointed auditor for the ensuing year. 


The meeting was followed by a smoke 
social attended by 400 members, and at which 
the guest speaker was Mr. A. M. Ramsay, 
general manager of the South Australian 
Housing Trust. He spoke on “Problems of 
An Urban Civilisation” with particular refer- 
ence to the social problems of the South 
Australian Government’s new satellite town 
at Elizabeth, Mr. Ramsay’s remarks were 
most interesting and informative. 


March Luncheon 

Mr. B. W. Worthley, B.A., M.Sc., senior 
physicist to the Anti-Cancer Campaign Com- 
mittee, spoke to members at the March 
luncheon on the subject, “Radiation Hazards”. 
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Bowls Evening 

The annual bowls evening was held at the 
South Park Bowling Club on 25 March. 
Thirty-seven members took part in this popu- 
lar event, the trophies being won by a rink 
skippered by Mr. C. H. Impett and compris- 
ing also Messrs. F. M. Errington, L. H. 
Duncan and R. T. Robjohns 


Edgar Sabine Memorial Lecture 


The annual lecture honouring the memory 
of the late Mr. Edgar Sabine, who was for a 
period of 40 years actively engaged in the 
administration of the accountancy profession 
in this State, will be given by Mr. R. Keith 
Yorston on 19 June. The lecture will be held 
at the Mawson Lecture Theatre, University 
of Adelaide, and Mr. Yorston has chosen as 
his subject, “Disclosure and the Annual Re- 


port”. 
Divisional Council 


At the first meeting of the Divisional Coun- 
cil held following the ordinary general meet- 
ing, Mr. L. H. Duncan was elected State 


president; Mr. D. P. Williams, vice-president; 


and Mr. G. F. George, honorary treasurer. 


Sectional Activities 


The two groups formed last year, the Retail 
Traders’ Group and the Practising Account- 
ants’ Group, are now meeting regularly. The 
Practising Accountants’ Group meets every 
second Monday at the Epworth Tea Rooms 
at 12.30 p.m., and the Retail Traders’ Group 
at the Chamber of Commerce board room on 
the fourth Tuesday of each month. Members 
interested in attending these group meetings 
are asked to contact the State Registrar to 
have their names placed on the mailing list. 


Personal 

Congratulations are extended to Mr. H. W. 
King, A.A.S.A., of Berri who was returned at 
the March State elections as the Member for 
Chaffey in the House of Assembly. 

Mr. H. K. Maine, A.A.S.A., formerly of 
Wentworth, N.S.W., has transferred to South 
Australia and has commenced practice at 
Richards Building, 99 Currie Street, Adelaide 


VICTORIA 


Election of Office-Bearers 

At the April meeting of Divisional Council, 
the following were elected as office-bearers 
for the ensuing twelve months: Mr. R. S. 
Sharp, State president; Mr. C. K. Davies. 
State vice-president; and Mr. V. L. Solomon. 
State hon. treasurer. 


April Luncheon 


The speaker at this popular monthly feature 
on 14 April was Mr. Fred K. Phillips, princi- 
pal, Victorian Employers’ Federation Busi- 
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ness Training Centre, who outlined to mem- 
bers methods being used to train young people 
for a successful business career. 


Current Accounting Forum 


This series of monthly meetings, previously 
held under the title, “Family Circle”, will in 
future be known as the “Current Accounting 
Forum”. The initial meeting under the new 
designation was well attended and it dealt 
with a topical subject, “Accounting for Hire 
Purchase”. 


Members of the panel responsible for the 
compilation of the Society’s Statement on Ac- 
counting Practice, “Accounting for Hire Pur. 
chase Transactions”, attended the meeting to 
take part in the discussion under the chair 
manship of Mr. V. L. Gole. 


It was apparent, from the outset of the dis- 
cussion, that those attending had come pre- 
pared to ask many questions. These were 
ably answered by members of the panel, but. 
because of the difference of approach to the 
questions, some difficulty was experienced in 
arriving at answers with which all member 
of the panel were in agreement. As a result 
of the discussion, a number of points in 
relation to accounting for hire purchase trans- 
actions was clarified, but the diversity of 
opinions expressed by members of the panel 
and the audience demonstrated that this sub- 
ject merits much greater study. 


New Companies Act—Lecture Series 


This lecture series held at the Assembl 
Hall, Collins Street, Melbourne, on 30 April, 
4 and 6 May, was an outstanding success 
Speakers and their subjects were: Mr. E. L 
Grimwood—“The New Act and the Stock 
Exchange”; Mr. V. L. Gole—*Secretarial 
Auditing and Accounting Provisions”; and 
Mr. L. C. Voumard—“Legal Aspects of the 
New Act”. 


Managerial Accounting 

A lecture series on managerial accounting 
with particular reference to the small business 
will be held during July. The plans for this 
series are now under way and all member 
will be circularised. 


Resignation of Mr. A. McB. Fairfoul from 
Divisional Council 


The resignation of Mr. A. McB. Fairfou! 
was accepted by Divisional Council at its 


April meeting with sincere regret. Mr. Fair- 
foul has been a member of Council since the 
inception of the Society and was prior t 
that a member of the Divisional Council o! 
the Federal Institute. For a number of yeals 
he was editor of The Australian Accountanl 
with Sir Alexander Fitzgerald as editor 
chief. During 1958 Mr. Fairfoul was 
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treasurer of the Victorian Division of the 
Society and chairman of the Education Com- 
mittee. In the latter role he contributed 
to the success of the Convention held by the 
Society at the Administrative Staff College in 
November 1958, at which function he pre- 
sented an address entitled “The Function of 
the Stock Exchange”. This paper was pub- 
lished in the April 1959 issue of the journal. 
Mr. Fairfoul, who is a partner in the share- 
broking firm of Messrs. Tolhurst, Henley & 
Munckton & Co., left on an overseas visit on 
2 May. 


Government Accounting Committee 


The Society is at present forming a num- 
ber of study groups and panels with the 
object of providing members concerned with 
facilities for keeping abreast with the develop- 
ment of accounting thought and techniques 
affecting the special character of govern- 
mental and public utility accounting. Mem- 
bers known to be engaged in governmental or 
semi-governmental accounting will receive a 
circular explaining the purposes of the groups 
and projected activities and inviting the recipi- 
ent’s participation. The first of these groups 
will be formed in the near future. Members 
interested should contact the State Registrar 
advising the activity in which they desire to 
participate. Details of the groups to be 
formed were given in the March issue of the 
journal. 


Personal 


Mr. D. M. Fraser, A.A.S.A., has been ap- 
pointed secretary of Clauscens (Australia) 
Ltd. and all subsidiaries. 


BALLARAT BRANCH 


The first meeting of the Ballarat Branch 
for the current year was held on 22 April 
with Mr. Neil Crouch, A.A.S.A., chairman 
of the branch council, presiding. The guest 
seaker was Mr. R. W. Robertson, B.Com.. 
AAS.A., A.C.LA., director of — studies, 
Hemingway Robertson Institute, whose sub- 
ct was “Statement of Funds—Its Purposes 
and Underlying Principles”. 


Using the 1958 annual accounts of Ampol 
ld. and recent questions in examination 
papers, Mr. Robertson spoke most informa- 
Wely about his subject. He suggested that if 
le statement of funds was known as the 
‘Resources Statement” it would simplify some 
ofthe problems met by students. Mr. Robert- 
%1 concluded with some general hints for 
tudents who comprised a large portion of the 
‘thusiastic audience. 


The vote of thanks to the speaker, was 
moposed by Mr. R. Mosman, A.AS.A.., 
®puty chairman of the branch council. 
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TASMANIA 


Election of Office-Bearers 


The Divisional Council has elected the 
following office-bearers for 1959/60:—State 
president: Mr. J. G. Cooper, F.A.S.A.; State 
vice-president: Mr. A. H. Braby, A.A.S.A.; 
hon. treasurer: Mr. R. Woolley, A.A.S.A. 


Sixth Annual Meeting 


The sixth annual meeting of the Tasmanian 
Division was held at the Highfield Hotel on 6 
April. The State president (Mr. J. G. Cooper) 
announced that Messrs. V. A. Benjafield, J. 
G. Clark, L. N. P. Cox and H. A. Kerr, had 
been elected as members of the Divisional 
Council for the ensuing three years. Mr. | 
L. Hibbard was re-elected auditor. 


During the course of the meeting, the State 
president presented membership certificates 
to Messrs. J. Lennox, R. G. Tallboys, B 
D. Threlfall, G. A. Addison, P. A. Walter, W 
Wolnizer and B. J. Pace. 


Honour certificates awarded for the October 
1958 examinations were presented to Messrs 
C. E. Caldwell, L. A. Johnson, J. A. Pearce 


At the conclusion of the formal proceedings. 
Mr. V. A. Bromley, managing director of 
Brownells Ltd. gave a talk entitled — 
“Rationalisation in Retailing — Why?” This 
was followed by discussion. Mr. Q. Mc- 
Dougall moved a vote of thanks to Mr. Brom- 
ley and the proceedings terminated with 
supper. 


Northern Branch 


A meeting of the Northern Branch was 
held on 23 April. The guest speaker was 
Mr. L. A. Braddock, B.Ec., F.A.S.A., head of 
the Accounting Department of the South 
Australian School of Mines & Industries, and 
a member of the General Council, whose sub- 
ject was—“Some Contradictions in Account- 
ancy”. 

There was a good attendance of members, 
and the branch chairman (Mr. G. G. C. 
Woolley) expressed members’ appreciation to 
Mr. Braddock for arranging to visit the 
Branch. 


Correction: 

Mr. G. E. Bowen, who is an associate ot 
the Australian Society of Accountants and 
of The Australasian Institute of Cost Ac- 
countants, was incorrectly designated as 
“A.A.S.A. (Provisional)” in a report of a 
lecture given by Mr. Bowen to the Northern 
Branch, which appeared in the April issue 
of the journal. 


WESTERN AUSTRALIA 


Annual Meeting 


The annual meeting of the Western Aus- 
tralian Division was held at the Shell 
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Theatrette on 23 March when the retiring 
councillors, Messrs. J. E. D. Battye, F.A.S.A., 
R. C. Crowther, F.A.S.A., G. A. Gordon, 
F.A.S.A., and H. L. Thomson, F.A.S.A., were 
re-elected. The Divisional Council, has elected 
Mr. G. A. Gordon, State president, Mr. L. 
Beasley, State vice-president and Mr. R. C. 
Crowther, State hon. treasurer. The meeting 
was followed by films and supper. 


The first Fremantle luncheon for 1959 was 
held at the Orient Hotel on 23 April, when 
30 members enjoyed a talk by Mr. F. W. E. 
Tydeman, C.I.E., general manager of the 
Fremantle Harbour Trust, who spoke about 
his recent travels round the world. His quiet 
humour was enjoyed by members, who were 
also interested in hearing his views on the 
situation in various countries. 


Personal 

Mr. S. N. Summers, A.A.S.A., has graduated 
as Bachelor of Laws, the University of West- 
ern Australia. 


Mr. W. H. Pope, A.A.S.A., F.C.A.A., has 
been appointed secretary of Swan Portland 
Cement Ltd., in place of Mr. C. T. Pullan, 
A.A,\S.A., F.C.A.A., who has relinquished his 
position but remains a director. 


Mr. W. V. Fyfe, F.A.S.A., and a member of 
the Divisional Council, retired on 7 April 
from the position of Western Australia’s Sur. 
veyor General to which position he was ap. 
pointed in 1938. He is also chairman of the 
Pastoral Appraisement Board, the Land Sur 
veyors’ Licensing Board, Nomenclature Ad- 
visory Committee, and a member of the 
National Mapping Council. 

Sir Alexander Reid, K.B., C.M.G., IS.0, 
LL.B., F.A.S.A., has been re-elected Chan- 
cellor of the University of Western Australia, 
He was re-appointed also as senate member 
by the Governor-in-Council for a further six 
years. 

Mr. C. W. Court, F.A.S.A., has been given 
the portfolio of Industrial Development, Rail- 
way and the North West in the State Cabinet. 


OVERSEAS 
Personal 


Mr. K. J. Forster, A.A.S.A., formerly of 
Melbourne, has been appointed chief ac- 
countant of Buckerfield’s Ltd. the largest 
manufacturers and distributors of feeds, seeds 
and fertilizers in the Canadian Province of 
British Columbia. Mr. Forster went to Canada 
two years ago and took a position with 
Buckerfield’s Ltd. as accounting supervisor. 
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NEW SOUTH WALES 

Annual Meeting 

The annual meeting of the N.S.W. Division 
was held on 31 March, with the State 
president, Mr. H. L. Thomas as chairman. 
During the evening he presented certificates 
to new members. Mr. B. A. Steward received 
the honours certificate for obtaining first 
place in Australia for Paper 3 in the October 
1958 examinations. Refreshments were served 
at the conclusion of the meeting, and mem- 
bers had an opportunity of meeting with the 
Divisional councillors. 

Mr. H. L. Thomas has been re-elected State 
president, Mr. K. S. Fleming, vice-president 
and Mr. D. K. Wendon, honorary treasurer. 


Joint Lecture Series with Society 

A series of lectures on the theme, “Bud- 
getary Control — Charting the Company’s 
Future,” to be held jointly with the Australian 
Society of Accountants has been arranged by 
the Division to be held at Stawell Hall, 
Sydney, during June and July. The speakers 
and their subjects are as follow:— 
10 June, 1959. “Scope and Techniques ap- 
plicable to Budgetary Control”, Mr. K. S. 
ee partner, Messrs. Offner Hadley & 
oO. 
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17 June, 1959. “Budget in Action”, Mr. F. A. 
Buttner, treasurer, Australian National In- 
dustries Ltd. 

24 June, 1959. “Budget as an aid to Manage- 
ment”, Mr. W. L. Harding, chief accountant, 
Qantas Empire Airways Ltd. 

1 July, 1959. “Budgeting for the Small Busi- 
ness”, Mr. J. S. Gerathy, senior administrative 
assistant, Commonwealth Bank of Australia. 


Future Activities 

Mr. R. Easton has been elected a member 
of the Activities Panel which is planning 4 
comprehensive programme of activities. 


May Convention 

The New South Wales Division of the Aus 
tralasian Institute of Cost Accountants 8 
holding a three-day Convention at Terrigal, 
situated on the coast 40 miles from Sydney, 
beginning on 26 May. 

The theme of the Convention is “Long 

Range Planning” and the speakers and their 
subjects are as follow: 
Professor Donald Cochrane, Ph.D. (C antab.), 
B.Com., Professor of Commerce, University 
of Melbourne, “An Assessment of the 
Future”. 
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Mr. D. W. Finley, M.A. (Oxon.), B.Sc., 
FR.A.C.I., A.M.Inst.B.E., manager of Techno- 
Commercial Section of I.C.I.A.N.Z. Ltd., and 
t president of Market Research Society: 
“Marketing — Estimating the Markets”. 


Mr. A. J. White, B.Com. (Melb.), A.A.S.A., 
production director of Johnson & Johnson 
Pty. Ltd.: “Planning the Production”. 


Mr. G. W. Bottrill, A.C.A.A., A.A,S.A., 
finance director, Philips Electrical Industries 
Pty. Ltd.; “Planning the Finance”. 


QUEENSLAND 


Election of Office-Bearers 


At a meeting of the Queensland Divisional 
Council on 23 April the following office- 
bearers were appointed: State president: Mr. 
N. F. Morris, F.C.A.A.; vice-president: Mr. D. 
§. Scott, F.C.A.A.; hon. treasurer: Mr. R. S. 
Gynther, F.C.A.A.; Mr. G. M. E. Offner, 
F.C.A.A., was reappointed as the representa- 
tive of the Queensland Division on General 
Council. 


Annual General Meeting 


The fourteenth annual general meeting of 
members was held at McDonald’s Restaurant, 
Brisbane, on 25 March, with Mr. G. M. E. 
Offmer, State president, as chairman. 


In moving the adoption of the report, Mr. 
Offmer expressed pleasure at the increasing 
number of accountants entering for the Cost 
Institute’s examinations. He expressed ap- 
preciation of the work of sub-committees and 
their convenors during the year and appealed 
for an even greater attendance by members 
at Institute activities in 1959. 


The vice-president, Mr. N. Morris in second- 
ng the motion drew the attention of pro- 
visional associates to the desirability of apply- 
ing for advancement in status as soon as they 
had completed the necessary period of practi- 
cal experience. He stressed the need for 
members to improve their standard of applica- 
tion in cost accounting. In moving that the 
financial statements be received and adopted, 
Mr. D. S. Scott explained the major items. 


As the only nominations received to fill 
the vacancies caused by the retirement of two 
councillors, in accordance with the Articles, 
were the retiring councillors, Messrs. E. D. 
Elphinstone and H. M. Harrisson, the chair- 
man declared these members re-elected to the 
Divisional Council. Mr. L. T. N. Crawford 
was re-appointed auditor. 


Mr. Elphinstone outlined the work of the 
Education Committee during the year and its 
Plans for 1959 and appealed to members to 
tive these activities greater support by more 
regular attendance. 

Mr. G. Robbins spoke of the success of the 
meetings held jointly with the Australian 
Society of Accountants and of the close co- 
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operation which existed between the Institute 
and the Sociey. 


Mr. D. S. Scott outlined to the meeting the 
work of the Research Committee during 1958 
and its programme for 1959 stating that it 
was the aim of this committee to publish a 
technical bulletin for members and text book 
for study by students for the Institute’s 
examinations. 

The president expressed pleasure at the at- 
tendance at the meeting of Mr. A. Greenhill, 
the first State president of the Division, and 
invited him to address the meeting. Mr. 
Greenhill outlined the development of the 
profession of cost accountancy in Queensland 
and spoke of the pride experienced by mem- 
bers when a Division of the Institute was 
formed in Queensland. He concluded by 
complimenting the present Divisional Council 
on the scope and extent of the services 
organised for the professional welfare of 
members. 


The president congratulated Messrs. V. V. 
G. Hawke and R. A. N. Isaacs on their ad- 
mission to membership of the Institute and in 
presenting certificates to them expressed the 
hope that they would contribute to the de- 
velopment of the profession and the Institute 
by taking an active part in its activities. 

At the close of the meeting, Mr. R. B. 
Loxton moved a vote of thanks to the presi- 
dent for his hospitality before the meeting and 
for his leadership during the year. 


SOUTH AUSTRALIA 


Ordinary General Meeting 


The ordinary general meeting of the Divi- 
sion was held at the registered office on 23 
March with Mr. Alex Moffat, State president, 
in the chair. Messrs. I. A. Angus and M. L. 
Dennis were elected to the Divisional Council 
and Mr. W. H. Mildren was appointed auditor. 


Election of Officers 

At a meeting of the Divisional Council fol- 
lowing the ordinary general meeting, Mr. 
Alex Moffat was elected State president, and 
Mr. F. R. Harris, vice-president. 


Activities 


The first of the activities for 1959 was a 
visit to Nairne Pyrites Ltd. at Brukunga. 
Seventeen members attended and were shown 
over the works by Mr. M. J. O’Grady and 
afterwards entertained at supper. 


The president addressed a meeting of 
members chaired by Mr. M. L. Dennis at the 
Lecture Theatre, Playford Building, School 
of Mines, on 6 April, on “Employee Sug- 
gestion Plans”. The talk provoked consider- 
able discussion. At the conclusion of the 
meeting Mr. R. F. Pascoe proposed a vote 
of thanks to the speaker. 
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Personal 

Mr. Alex Moffat attended the State Con- 
vention of the Institute of Chartered Ac- 
countants Students’ Society at Nuriootpa dur- 
ing May as the guest speaker at this Con- 
vention and also chaired one of the sessions. 


VICTORIA 


Election of Office-Bearers 


The following have been elected as office- 
bearers of the Victorian Division for the 
ensuing twelve months:—Mr. R. O. Thiele, 
president: Mr. W. P. Round, vice-president; 
Mr. K. Cross, hon. treasurer and Mr. R 
Crozier, auditor. 


WESTERN AUSTRALIA 


Annual Meeting 


The annual meeting of the Western Aus- 
tralian Division was held at the Ampol 
Theatrette on 18 March. Mr. F. H. Felton, 
A.A\S.A., A.C.A.A., was re-elected to the 
council and Mr. H. H. Jarman. A.A:S.A., 


A.C.A.A., replaced Mr. J. P. Maher, A.A; 
A.C.A.A., who did not seek re-election. JF 
meeting was followed by films and supper, 


At a subsequent meeting of the Cour 
Mr. A. Jones, A.A.S.A., A.C.A.A., was] 
elected State president, Mr. F. H. Feltg 
A.A.S.A., A.C.A.A., State vice-president 
Mr. F. E. Brown, A.A.S.A., A.C.A.A., 
hon. treasurer. 


Research and Study Groups 


The annual meeting of the Research 
Study Group was held on 27 April, Mr. R. 
Middleton was re-appointed chairman and 
following committee was elected: Messrs, 
E. Brown, M. S. Chadwick, L. S. Cole, K 
Gale, H. H. Jarman, D. I. MacGibbon. 


The group has arranged an interesting 
gramme of activities and this includes a 
of addresses to be held in conjunction 
members of the Australian Society of 
countants and Chartered Institute of 
taries. The Student Societies of both 
Institute and Society are also combining @ 
arrange an address on management accoullt 
ing. 





Australian Accountants’ Students’ Society 


MALAYAN GROUP 


The annual meeting of the Malayan Group 
of the Australian Accountants’ Students’ 
Society was held on 30 March at the British 
Council library, Kuala Lumpur. 


The group was formed at an inaugural 
meeting held at Kuala Lumpur on 9 July, 
1958, when 116 students and members of the 
Australian Society of Accountants were 
present to discuss the proposed group, under 
the chairmanship of the meeting’s convenor, 
Mr. Chang Sow Khong, the Malayan repre- 
sentative of the Society, 


The meeting resolved to proceed with the 
registration of the Students’ Society and the 
following pro-tem office-bearers were elected: 
Chairman: Mr. Chang Sow Khong, A.A:S.A.; 
hon. secretary: Mr. Hew Kiang Main, 
A.A.S.A.; hon. treasurer: Madam Lok Woon 
Lin; Committee: Messrs. G. L. Edwards, 
Chee Ying Lin, R. Thothathrinath, Choong 
Thean Chong, Abu Bakar b. Md. Ariff. 


At the time of writing, the group is plan- 
ning a series of lectures for its 74 members. 
In addition membership entitles students to 
receive copies of The Australian Accountant 
and to use the library facilities of the Society. 


302 


Recently a consignment of books 
ceived from the Society’s Central 
Melbourne, and with these volume. 
nucleus, the Malayan Students’ Socie: 
to establish its own reading room. 


The successful inauguration of the M 
Students’ Society owes a great deal tu 
work and enthusiasm of Mr. Chang 
Khong and he merits the thanks of all 1 
bers for his efforts. 


QUEENSLAND 


The current year’s programme of *tud 
activities in Brisbane opened with a addr 
and discussion on “Examinations—Success 
Failure” at the Brisbane Chamber of © 
merce on 19 March. The address was deli 
by Mr. J. A. H. Foster, B.A., B.Ed., of 
Teachers’ Training College, who has made 
study of examination failures generally 
who applied his knowledge to aspects of 
Society’s examinations. ; 

In the general discussion which follow 
the address, Mr. R. W. Smalley, A.A.S.Ag 
the Students’ committee, quoted pertinent 
tracts from the general reports of 
examiners, and suggested that students | 
be well advised to pay greater attenti¢ 
these reports. 
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